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DEPARTMENT OF ENERGY OVERSIGHT: WHAT
IS NECESSARY TO IMPROVE PROJECT MAN-
AGEMENT AND MISSION PERFORMANCE?

WEDNESDAY, JULY 24, 2013

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to call, at 10:02 a.m., in room
2322 of the Rayburn House Office Building, Hon. Tim Murphy
(chairman of the subcommittee) presiding.

Members present: Representatives Murphy, Burgess, Blackburn,
Scalise, Harper, Olson, Gardner, Griffith, Johnson, Ellmers, Braley,
Lujan, Castor, Tonko, Green, and Waxman (ex officio).

Staff present: Carl Anderson, Counsel, Oversight; Charlotte
Baker, Press Secretary; Sean Bonyun, Communications Director;
Annie Caputo, Professional Staff Member; Karen Christian, Chief
Counsel, Oversight and Investigations; Andy Duberstein, Deputy
Press Secretary; Vincent Esposito, Fellow, Nuclear Programs; Brad
Grantz, Policy Coordinator, Oversight and Investigations; Brittany
Havens, Legislative Clerk; Brandon Mooney, Professional Staff
Member; Peter Spencer, Professional Staff Member, Oversight;
John Stone, Counsel, Oversight; Brian Cohen, Democratic Staff Di-
rector, Oversight and Investigations, and Senior Policy Advisor;
Kiren Gopal, Democratic Counsel; Hannah Green, Democratic Staff
Assistant; and Stephen Salsbury, Democratic Special Assistant.

OPENING STATEMENT OF HON. TIM MURPHY, A REPRESENTA-
TIVE IN CONGRESS FROM THE COMMONWEALTH OF PENN-
SYLVANIA

Mr. MURPHY. Good morning, and welcome.

We convene this hearing as part of the committee’s ongoing over-
sight of the Department of Energy to review how the Department
may improve its project management and its mission performance.

The hearing will feature testimony from Daniel Poneman, the
Deputy Secretary of Energy, who will describe and explain the re-
organization of the Department’s management structure announced
just last week by the new Secretary of Energy, Ernest Moniz. We
will also hear from Greg Friedman, the DOE Inspector General,
and from David Trimble, of the Government Accountability Office,
both of whom will provide important context to help understand
the potential of the Secretary’s plans. Welcome, gentlemen.
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The announced reorganization makes some significant changes to
the Department’s management structure with a more explicit focus
on project management, so-called enterprise-wide mission support,
and the integration of the agency’s science and applied energy pro-
grams. The new structure will transform the Office of Under Sec-
retary, which previously managed the Department’s energy pro-
grams, into the Office of Under Secretary for Management and Per-
formance. Under this setup, a new Under Secretary will manage
the agency’s large and challenging environmental cleanup respon-
sibilities as well as a number of agency-wide mission support of-
fices, and national laboratory operations.

The energy programs, including the Offices of Fossil Energy, Nu-
clear Energy, Energy Efficiency and Renewable energy, the Office
of Electricity Delivery and Reliability will now be managed more
closely with the Department’s Office of Science by an Under Sec-
retary for Science and Energy. In addition, the Secretary plans to
reform agency safety and security oversight and also plans to es-
tablish various secretarial councils to address select policy issues.

On paper, these changes look like positive steps to help DOE ad-
dress the tremendous challenges and opportunities before the agen-
cy. On the energy-mission side, we know that the prospects of
North American energy production have surpassed all expectations
in recent years. How this agency integrates the strength of its
world-class science and engineering with its applied energy and
various energy infrastructure programs to help maximize the bene-
fits of this new reality for the American public is of key impor-
tance.

Meanwhile, DOE’s core science and engineering missions must
also confront the Federal Government’s tremendous environmental
responsibilities. Fifty years of Cold War nuclear research, develop-
ment and weapons production have left behind contaminated water
and soils, and tens of millions of gallons and millions of cubic me-
ters of waste that must be cleaned up. Cleanup costs, estimated at
more than $250 billion, are a Federal liability surpassed only by
Social Security and Medicare.

Repeated audits for this subcommittee by GAO have found that
over the past two decades, DOE has suffered from substantial and
continual weaknesses in effectively overseeing contractors and
managing large, expensive and technically complex projects. But
multibillion-dollar projects aren’t the only problem. This past De-
cember, GAO told us that DOE did not have sufficient documenta-
tion to assess performance on almost 40 percent of its non-major
projects—those costing less than $750 million.

Lessons generated out of the serious security failure that oc-
curred one year ago at the Y-12 site in Oak Ridge, Tennessee, has
indicated how the successful reliance on Department contractors
depends on strong and clear lines of accountability and on mean-
ingful and consistent measurement of contractor performance. At-
tempts to institute what is called on the “eyes on, hands off” con-
tractor oversight in recent years weakened accountability and were
taken to a point that Washington had no clue about the mounting
security risks in Tennessee.

We heard testimony from then-Secretary Steven Chu’s own out-
side advisors that the Department’s decentralized management of
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the national security sites allowed them to leverage their unique
missions and geography to justify being held to different levels of
security standards. Confused accountability and conflicting prior-
ities and messages from Washington created a culture of what is
called “tolerating the intolerable,” as one of the Secretary’s advisors
put it.

That episode relates to DOE’s governance of the nuclear security
enterprise, but it points to accountability, management and over-
sight issues that require constant attention across all of the agen-
cy’s operations and projects if the agency is to perform its work
safely, securely, and protective of taxpayers’ dollars.

Of course, whether and how the Secretary’s efforts will help im-
prove the documented deficiencies in the Department’s performance
will remain to be seen. The object of today’s hearing is to build a
record that will help the committee monitor progress and conduct
constructive oversight in coming months. Our goal is to help ensure
the Department can sustain management and performance im-
provements and develop a culture of accountability, safety and se-
curity that extends throughout the agency’s operations.

[The prepared statement of Mr. Murphy follows:]

PREPARED STATEMENT OF HON. TiM MURPHY

We convene this hearing as part of the committee’s ongoing oversight of the De-
partment of Energy to look particularly at what is necessary for the Department to
improve its project management and mission performance.

The hearing will feature testimony from Daniel Poneman, the Deputy Secretary
of Energy, who will describe and explain the reorganization of the Department’s
management structure announced just last week by the new Secretary of Energy,
Ernest Moniz. We will also hear from Greg Friedman, the DOE Inspector General,
and David Trimble, of the Government Accountability Office, both of whom will
provideimportant context to help understand the potential of the Secretary’s plans.

The announced reorganization makes some significant changes to the Depart-
ment’s managementstructure, with a more explicit focus on project management, so-
called enterprise-wide mission support, and the integration of the agency’s science
and applied energy programs.

The new structure will transform the Office of Under Secretary, which previously
managed theDepartment’s energy programs, into the Office of Under Secretary for
Management and Performance.Under this set-up, a new Under Secretary will man-
age the agency’s large and challenging environmental cleanup responsibilities as
well as a number of agency-wide mission support offices, and national laboratory op-
erations.

The energy programs—including the Offices of Fossil Energy, Nuclear Energy,
Energy Efficiency and Renewable Energy, the Office of Electricity Delivery and Reli-
ability—will now be managed more closely with the Department’s Office of Science,
by an Under Secretary for Science and Energy. In addition, the secretary plans to
reform agency safety and security oversight and also plans to establish various Sec-
retarial councils to address select policy issues.

On paper, these changes look like positive steps to help DOE address the tremen-
dous challenges and opportunities before the agency. On the energy-mission side, we
know that the prospects of North American energy production have surpassed all
expectations in recent years. How this agency integrates the strength of its world-
class science and engineering with its applied energy and various energy infrastruc-
ture programs to help maximize the benefits of this new reality for the American
public is of key importance.

Meanwhile, DOE’s core science and engineering missions must also confront the
Federal Government’s tremendous environmental responsibilities. Fifty years of
Cold War nuclear research, development and weapons production have left behind
contaminated water and soils, and tens of millions of gallons and millions of cubic
meters of waste that must be cleaned up. Cleanup costs, estimated at more than
$250 billion, are a Federal liability surpassed only by Social Security and Medicare.

Repeated audits for this subcommittee by GAO have found that, over the past two
decades, DOE has suffered from substantial and continual weaknesses in effectively
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overseeing contractors and managing large, expensive, and technically complex
projects. But multibillion-dollar projects aren’t the only problem. This past Decem-
ber, GAO told us that DOE did not have sufficient documentation to assess perform-
ance on almost 40 percent of its nonmajor projects—those costing less than $750
million.

Lessons generated out of the serious security failure that occurred one year ago
at the Y-12 site in Oak Ridge, Tennessee, has indicated how the successful reliance
on Department contractors depends on strong and clear lines of accountability and
on meaningful and consistent measurement of contractor performance. Attempts to
institute “eyes on, hands off” contractor oversight in recent years weakened account-
ability and were taken to a point that Washington had no clue about the mounting
security risks in Tennessee.

We heard testimony from then-Secretary Steven Chu’s own outside advisors that
the Department’s decentralized management of the national security sites allowed
them to “leverage” their unique missions and geography to justify being held to dif-
ferent levels of security standards. Confused accountability and conflicting priorities
and messages from Washington created a culture of “tolerating the intolerable,” as
one of the Secretary’s advisors put it.

That episode relates to DOE’s governance of the nuclear security enterprise, but
it points toaccountability, management, and oversight issues that require constant
attention across all of the agency’s operations and projects—if the agency is to per-
form its work safety, securely, and protective of taxpayers’ dollars.

Of course, whether and how the secretary’s efforts will help improve the docu-
mented deficiencies in the Department’s performance will remain to be seen. The
object of today’s hearing is to build a record that will help the committee monitor
progress and conduct constructive oversight in coming months. Our goal is to help
ensure the Department can sustain management and performance improvements
and develop a culture of accountability, safety, and security that extends throughout
the agency’s operations.

Mr. MurpPHY. With that in mind, I look forward to an informative
hearing, and I now recognize for 5 minutes the gentlelady from
Florida, Ms. Castor, who is sitting in today for Ranking Member
DeGette.

OPENING STATEMENT OF HON. KATHY CASTOR, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF FLORIDA

Ms. CasTOR. Well, good morning, and thank you, Chairman Mur-
phy. I am glad we are here today to discuss management and per-
formance issues at the Department of Energy.

This committee has held a number of productive hearings on
these important but sometimes overlooked areas. On this com-
mittee, there is a bipartisan consensus and there has been for some
time regarding the importance of making sure that DOE is effec-
tively managing its contractors and its environmental management
and keeping the nuclear complex safe.

The recent confirmation of Energy Secretary Moniz and his ef-
forts to reorganize the Department make this the perfect time to
reexamine the longstanding agency weaknesses because for too
long, the structure and culture at DOE has allowed for inadequate
focus on management and performance. Because of the size of the
agency, the complexity of its mission and its reliance on contrac-
tors—it is the largest civilian contracting agency in the Federal
Government—it has proved difficult to set up effective performance
and benchmarking procedures. But these tasks are essential in
order to evaluate the quality of the work being carried out by the
agency.

So I am interested in hearing from the witnesses today about the
progress the Department of Energy has made in resolving these
issues and about the GAO’s and IG’s recent work in the area. The
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Secretary’s announcement last week regarding DOE reorganization
that created a new Under Secretary for Management and Perform-
ance is an encouraging development, and she must tackle these
challenges head on. I am eager to learn more about how exactly
this role will function and how the new integrated organizational
approach will further DOE’s mission and help build a clean energy
economy.

It is a positive sign that DOE has a renewed commitment to re-
solving some of the thorny issues that have plagued the agency
across multiple administrations. The effort must be sustained, and
while there are no easy answers, I am confident that these chal-
lenges are not insurmountable. The Government Accountability Of-
fice designed contract administration and project management as a
high-risk area in 1990. That it remains on the list is 2013 is proof
of both the mistakes that have been made since that time and the
inherent challenges of managing one of the most complex Federal
agencies, especially when it comes to nuclear safety and security.

Security lapses at the Nation’s nuclear weapons complex have
been well documented from the Los Alamos National Lab to the
shocking breach last year at the Y-12 facility in Oak Ridge, Ten-
nessee, where an 83-year-old nun broke into what was supposed to
be a highly secured area.

GAO reported recently that DOE and NNSA continue to face
challenges in ensuring that oversight of safety and performance ac-
tivities is effective. I would like to hear from DOE today about
what more the agency can do to instill a culture of safety and what
security measures have been put in place over the past year to en-
sure that critically important facilities are protected. The per-
sistent issues at our nuclear facilities make very clear the need for
strong oversight from this committee. Because DOE so heavily re-
lies on contractors to carry out its mission activities, effective con-
tractor governance is critical. But in January of this year, the In-
spector General reported that despite at least 5 years of effort,
NNSA had not yet implemented fully function and effective con-
tractor assurance systems. NNSA must improve upon these efforts.

Finally, I continue to be concerned by DOE’s longstanding prob-
lems relating to inaccurate cost estimates. The GAO has reported
that cost-estimate practices are not uniform and that cost-esti-
mating guidance is not up to date. The bottom line here is that tax-
payers’ dollars are at risk if the Department of Energy cannot accu-
rately estimate costs. If we can conduct world-class nuclear re-
search, then surely we can have consistent cost-estimating prac-
tices. So I would like to hear from the Deputy Secretary about
what is being done to remedy these problems and how the new
management structure will bring greater focus to these challenges.

The restructuring at the Department of Energy presents an op-
portunity for a fresh start with respect to DOE’s management and
performance issues. There is bipartisan agreement that these
issues must be taken seriously, so thank you, Chairman Murphy,
for holding this hearing today, and I look forward to having a pro-
ductive session.

Mr. MurpPHY. The gentlelady yields back, and now I recognize the
vice chair of the subcommittee, Dr. Burgess, for 5 minutes.
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OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. BURGESS. Thank you, Mr. Chairman, and thanks to our wit-
nesses for being here today to help us as we study this subject.

Last month, before the Subcommittee on Energy and Power, Sec-
retary Moniz testified that he would be addressing the restruc-
turing of management and performance within the Department of
Energy as one of his top priorities. This admission comes as wel-
come news to those of us who have been concerned for several
terms of Congress about the structure of the Department of En-
ergy. As such, it is the intention of this hearing to identify what
concerns Department officials have themselves, and going forward
to the extent that they can be remedied.

But I can’t help but reference, since the ranking member brought
it up in her opening statement, in a previous subcommittee hearing
many, many years ago when the problems at Los Alamos Lab were
surfacing and apparently the thumb drive was a relatively new in-
vention and was utilized for the inappropriate transfer of informa-
tion, the response of the Director of Los Alamos was to fill the little
USB ports with JB weld, which did solve the problem temporarily
but I have got to believe that the clever criminal mind could find
a way around that.

Members of Congress are not the only ones who have apprehen-
sions that the structure of the Department of Energy has given rise
to security risks and mismanagement. Because of the way the De-
partment of Energy has been set up, in 1990 the Government Ac-
countability Office designated the Department’s contract manage-
ment as high risk, saying that inadequate oversight has left it ripe
for fraud and abuse. For the most part, Department of Energy has
tried to address such high-risk areas, and the GAO has since re-
moved the designation from its Office of Science. Since being listed
as high risk, the Department of Energy has also taken the initia-
tive to implement a corrective action plans and hopes to be re-
moved from GAO’s list. Despite this effort, a total of 12 projects are
currently either at risk of breaching performance baselines or ex-
pected to breach performance baselines.

Unfortunate incidents have occurred. A year ago, last July, anti-
nuclear activists entered the Y-12 complex and sprayed antiwar
slogans on the exterior of a highly enriched uranium materials fa-
cility, a very dangerous exercise for them personally and certainly
exposed the risks of that facility.

To date, the GAO, the Department of Energy, the Inspector Gen-
eral and Secretary Moniz himself have stated that reorganization
is paramount in order to address future concerns at the Depart-
ment of Energy. I will tell you as a physician that in order to pre-
scribe the right medicine, you need to correctly diagnose the prob-
lem, so with that in mind, I am looking forward to the testimony
of our witnesses today, and thank you, Mr. Chairman. I will yield
back.

Mr. MurpPHY. The gentleman yields back. Now to the ranking
member of the full committee, Mr. Waxman of California, for 5
minutes.
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OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. WAXMAN. Thank you Mr. Chairman. I appreciate you holding
this hearing on management and performance at the Department
of Energy.

Secretary Moniz has gotten off to a very good start at DOE, and
I am pleased with the extent to which he has moved quickly to
make positive changes since his confirmation. I think he has a good
vision for the agency.

The energy subject at the top of my priority list is climate
change. Secretary Moniz understands the challenges posed by ris-
ing levels of carbon pollution. He will play a key role in the imple-
mentation of the President’s National Climate Action Plan. His ef-
forts to identify the threats our energy sector faces due to climate
change and to improve energy efficiency are important.

I am also impressed at the quick action he has taken to address
the subject of this hearing: longstanding DOE problems with cost
management, environmental compliance and physical security at
the Nation’s nuclear complex. These are not new problems at DOE.
The agency is the largest civilian contractor in the Federal Govern-
ment. For more than 20 years, dating to the first President Bush,
GAO has placed DOE contract management on its high-risk list.

As one of his first acts, Secretary Moniz announced a reorganiza-
tion that will create a new Under Secretary for Management and
Performance. The President has nominated Beth Robinson, cur-
rently NASA’s Chief Financial Officer, to fill the position. This re-
structuring will put one official in charge of strengthening environ-
mental cleanup, contracting oversight, human capital and other im-
portant functions. I am interested in learning today about how this
reorganization will strengthen lines of authority, program over-
sight, and internal coordination. I appreciate that Deputy Secretary
Poneman is here today to discuss these changes and to explain to
us how this new focus will represent an improvement over previous
agency efforts. I also appreciate that the DOE Inspector General
and Mr. Trimble from the Government Accountability Office are
here to provide their views on these changes.

Mr. Chairman, I hope this is not the last hearing we hold on this
subject. This committee has held multiple hearings on the subject
of DOE management. Most recently, we held a hearing in March
on the alarming incident involving an 83-year-old breaking into the
highly secure DOE Y-12 facility in Tennessee. One of the conclu-
sions from that hearing was that NNSA and DOE and their con-
tractors need more oversight: from within their own agencies, from
Congress, and from independent entities like GAO and the Inspec-
tor General.

The organizational changes announced by Secretary Moniz are
promising. We know that the longstanding problems at DOE will
not be easy to solve. But the Department of Energy’s vital missions
to develop new clean energy technologies and protect our nuclear
stockpile are too important to the Nation for us to ignore.

I look forward to today’s hearing and appreciate this committee’s
efforts to make sure that DOE’s project management and mission
performance improvements are on track.
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I want to apologize in advance to the witnesses. I think every
subcommittee on this committee is having meetings simultaneously
this morning, and so I am telling each one when I am not present
I am at the other one, and then I am going to go fishing. No, no,
no, I will be at one hearing or the other, and I will try to get back
here, Mr. Chairman.

Mr. MurpPHY. We thank the ranking member for being omni-
present as well, and the same goes for the chairman of the full
committee, Mr. Upton, who will probably be joining us here, but
thank you.

I now want to introduce our witnesses for today. I mentioned
them before but let me give you a little more background. The first
is the Honorable Daniel Poneman, the Deputy Secretary for the
U.S. Department of Energy, and as Deputy Secretary, he also
serves as the Chief Operating Officer of the Department. Nomi-
nated to this position by the President on April 20, 2009, and con-
firmed by the Senate later, and in addition between April and May
of 2013 was the Acting Secretary of Energy. Good to have you here,
sir.

Our second witness is the Honorable Gregory Friedman, the In-
spector General for the U.S. Department of Energy. In this capac-
ity, he is responsible for nationwide independent program of audits,
inspections and law enforcement efforts related to the Department
of Energy’s programs and operations. In addition to these respon-
sibilities, Mr. Friedman also serves as a member of the Recovery
Act Accountability and Transparency Board and the Government
Accountability and Transparency Board.

Our third witness, David Trimble, serves as Director in the U.S.
Government Accountability Office Natural Resources and Environ-
mental Group. In this role, he provides leadership and oversight on
U.S. and international nuclear security and cleanup issues includ-
ing a number of projects conducted for this subcommittee.

I will now swear in the witnesses. As you are aware, this com-
mittee is holding an investigative hearing, and when doing so has
the practice of taking testimony under oath. Do you have any objec-
tions to testifying under oath? Thank you. The chair then advises
you that under the rules of the House and the rules of the com-
mittee, you are entitled to be advised by counsel. Do you desire to
be advised by counsel during the hearing today? None of the wit-
nesses wishes to be advised by counsel, so in that case, if you
would please rise and raise your right hand, I will swear you in.

[Witnesses sworn.]

Mr. MURPHY. You are now under oath and subject to the pen-
alties set forth in Title XVIII, section 1001 of the United States
Code. You may now each give a 5-minute summary of your written
statement. We will begin with Mr. Poneman.
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STATEMENTS OF DANIEL B. PONEMAN, DEPUTY SECRETARY,
DEPARTMENT OF ENERGY; GREGORY H. FRIEDMAN, INSPEC-
TOR GENERAL, DEPARTMENT OF ENERGY; AND DAVID C.
TRIMBLE, DIRECTOR, NATURAL RESOURCES AND ENVIRON-
MENT TEAM, GOVERNMENT ACCOUNTABILITY OFFICE

STATEMENT OF DANIEL B. PONEMAN

Mr. PONEMAN. Thank you, Chairman Murphy, Ranking Member
Castor and distinguished members of this subcommittee. I want to
thank you all for the opportunity to discuss with you today the De-
partment of Energy’s ongoing efforts to improve its management
and performance. In the past month, the President has given two
major policy speeches, and the work that we do at the Department
of Energy lies at the heart of both of these issues.

On June 19th in Berlin, the President echoed the nuclear secu-
rity vision he first laid out in his 2009 Prague speech, calling on
the global community to secure vulnerable materials, combat nu-
clear terrorism and proliferation, and build a sustainable and se-
cure nuclear energy industry. As long as nuclear weapons exist, it
is also this Department’s responsibility to ensure that the U.S. nu-
clear stockpile remains safe, secure, and effective.

Less than a week later at Georgetown University, the President
laid out a commonsense plan to reduce the effects of climate change
by cutting dangerous carbon pollution, increasing the production of
clean energy, and doubling down on energy efficiency. As the Presi-
dent said, and I am quoting, “A low-carbon, clean energy economy
can be an engine of growth for decades to come.” By taking action
to reduce carbon pollution, the United States can spark new jobs
and industries building cleaner and more efficient energy tech-
nologies.

These presidential priorities demand the best from us in terms
of our performance, and so last week Secretary Moniz and I an-
nounced a reorganization that will better focus our efforts on all
four mission areas of the Department: nuclear security, solving the
Nation’s energy challenges, advancing fundamental science, and
environmental stewardship. For the Department to carry out our
critical work in these areas, the Secretary has made clear that we
must renew our focus on improving our management and perform-
ance in addressing the challenges that the Department has faced
for its entire history. And in doing so, we will follow the President’s
direction to us earlier this month when he instructed his Cabinet
to develop an aggressive management agenda for his second term,
and I am quoting the President again, “that delivers a smarter,
more innovative and more accountable government for its citizens.”

The first major component of the reorganization expands the
portfolio of the statutory Under Secretary for Science to include the
energy technology portfolio, establishing the Office of the Under
Secretary for Science and energy. Successful innovation for imple-
menting the President’s all-of-the-above energy strategy requires
the ability closely to integrate basic science, applied research and
technology demonstration. This is especially important in light of
the urgency of addressing climate change and the need rapidly to
develop technologies to materially alter the trajectory of green-
house gas pollution.
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The second major component of the reorganization consolidates
the primary mission and operational support functions of the De-
partment within the Offices of the Under Secretary for Manage-
ment and Performance and also includes the Office of Environ-
mental Management and the Office of Legacy Management as part
of its structure and functions. Moving the Office of Environmental
Management under the purview of the Under Secretary for Man-
agement and Performance brings the Department’s strongest
project management capabilities resident within the Office of Ac-
quisition and Project Management directly to bear on one of the
Department’s most vexing yet vital challenges: cleaning up the nu-
clear waste that is a legacy byproduct of the Cold War.

In addition, transferring the Offices of Environmental Manage-
ment and Legacy Management from the Under Secretary for Nu-
clear Security will allow this Under Secretary to focus exclusively
on the NNSA’s forward-looking missions while entrusting the envi-
ronmental management mission to an organization devoted to solv-
ing management challenges. Aside from increasing the manage-
ment resources available to oversee large projects, consolidating
mission-support functions in the Office of the Under Secretary for
Management and Performance will place a senior policy official
dedicated to the task of management improvement on a full-time
basis. The consolidation of these mission-support functions such as
the Office of Management and Administration and the Office of the
Chief Human Capital Officer will clarify and strengthen the lines
of authority and accountability of these functions. The goal will be
to institute enterprise-wide solutions to common challenges faced
by program officers across the complex such as information man-
agement, acquisition and human resources. Within the Office of
Management and Performance, we will also establish a new organi-
zational unit: the National Laboratory Operations Board. It will
have responsibility for oversight of administrative, mission support
and infrastructure management of the National Laboratory Sys-
tem.

The third component increases coordination across the Depart-
ment for a number of important cross-cutting policy issues that af-
fect a number of programs across the Department. The Secretary
has established the following secretarial councils: an Energy Coun-
cil, a National Laboratory Policy Council, a Revised Credit Review
Board including the establishment of a new Risk Committee, and
the Cybersecurity Council.

I would like to bring to your attention two final areas in which
we are seeking to improve coordination between program offices:
policy formation and physical security management. First, we are
examining opportunity for consolidating and upgrading the policy
analysis functions of the Department. This capability will be need-
ed to support the government-wide Quadrennial Energy Review the
President called for in his June 25th climate speech at Georgetown
University. The core of our new systems analysis capability will be
formed from the existing Office of Policy and International Affairs.
We will also examine opportunities to draw from the policy exper-
tise of the program offices.

A second area under careful study is security management. I
have previously testified before this subcommittee on the Depart-
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ment’s management of security and improvements we have made
in the last year’s Y-12 incident but this a matter of such serious
that we must always continue our efforts to improve our perform-
ance, and I very much take account of the wise words of the chair-
man and ranking member here on that subject this morning. This
includes thorough examination of broad issues of governance as
they relate to the security of our category I nuclear materials. In
recent months, we have been engaged in a thorough review of our
security management, not just within NNSA or at the labs but en-
terprise-wide including assignment of authority and responsibility,
contracting, performance measurement and accountability.

Finally, the Department under the leadership of Secretary Moniz
has made management improvement a top priority, and we are ag-
gressively pursuing a broad agenda of initiatives. The Secretary
has challenged us to further elevate our performance, and I appre-
ciate the opportunity to appear before this subcommittee to discuss
our efforts to do so and of course, I would be pleased to answer any
questions from subcommittee members. Thank you.

[The prepared statement of Mr. Poneman follows:]
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Prepared Statement
The Honorable Daniel B. Poneman
Deputy Secretary of Energy
Before the Subcommittee of Oversight and Investigations
Committee on Energy and Commerce
U.S. House of Representatives

July 24, 2013

Chairman Murphy, Ranking Member DeGette and Members of the Subcommittee:

Thank you for the opportunity to discuss with you today the Department of Energy’s ongoing efforts to
improve its management and performance. These efforts are more important than ever, in light of the
increasing responsibilities the President has entrusted to the Department.

Let me explain. in the past month, the President has given two major policy speeches, and the work
that we do at the Department of Energy lies at the heart of both of these issues.

On June 19, in Berlin, the President echoed the nuclear security vision he first laid out in his 2009 Prague
speech — calling on the global community to secure vulnerable materials, decrease the number of
nuclear weapons, and build a sustainable and secure nuclear energy industry. The Department of
Energy plays a vital role in achieving President Obama’s nuclear security objectives, including the
prevention of nuclear terrorism and the grave and urgent threat it presents to our nation and the world.
As long as nuclear weapons exist, it is also the Department’s responsibility to ensure that the U.S.
nuclear stockpile remains safe, secure, and effective.

Less than a week later at Georgetown University, the President laid out a common sense plan to reduce
the effects of climate change by cutting dangerous carbon pollution, increasing the production of clean
energy, and doubling down on energy efficiency. For our part, the Department of Energy supports the
groundbreaking science and innovation that is essential to the President’s vision. As the President said,
“A low-carbon, clean energy economy can be an engine of growth for decades to come.” By taking
action to reduce carbon pollution, the United States can spark new jobs and industries building cleaner
and more efficient energy technologies.

These presidential priorities demand the best from us in terms of our performance, and so last week the
Energy Secretary and | announced a reorganization that will better focus our efforts on all four mission
areas of the Department: nuclear security, solving the Nation’s energy challenges, advancing
fundamental science, and environmental stewardship. For the Department to carry out our critical work
in these areas, the Secretary has made clear that we must renew our focus on improving our
management and performance in addressing the challenges that the Department has faced for its entire

1
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history. For that reason, the reorganization will also focus heavily on increasing the focus on
management and establishing a system of Departmental Councils to improve coordination of issues that
cut across organizational lines.

On July 12, the Secretary approved a top-levei reorganization of the Department that realiocates the
responsibilities of the Department’s three Offices of Under Secretary. This reorganization has three
primary objectives:

¢ Toimprove integration of the science and appiied energy R&D programs of the Department by
establishing an Under Secretary for Science and Energy;

* Toimprove project management and increase the effectiveness and efficiency of our mission
support functions across the Department by establishing an Under Secretary for Management
and Performance; and

¢ To establish an enterprise-wide vision and coordination of major cross-cutting programs.

The balance of my testimony will describe these changes, and how they will address the Department’s
mission and management challenges.

Integrate the Science and Energy Portfolios

The first major component of the reorganization expands the portfolio of the statutory Under Secretary
for Science to include the energy technology portfolio, establishing the Office of the Under Secretary for
Science and Energy. Successful innovation for impiementing the President’s “all of the above” energy
strategy requires the ability to closely integrate basic science, applied research, and technology
demonstration. It also should enabie clear feedback loops, so barriers to technology development can
inform scientific direction and inquiry.

We also need to accelerate the innovation process — to rapidly translate scientific discovery into
transformative technologies. This is especially important in light of the urgency of addressing climate
change and the need rapidly to develop technologies to materially alter the trajectory of greenhouse gas
pollution.

Establishing the Office of the Under Secretary for Science and Energy is key to enabling this critical
transformation, and to implement the recommendation of the President’s Council of Advisors on
Science and Technology {PCAST) and other studies that have pointed to the need to improve integration
of the science and applied energy R&D programs of the Department. This office will have direct
oversight responsibility for the following offices:

s (ffice of Science {SC)

» Office of Energy Efficiency and Renewable Energy (EERE)
+ Office of Nuclear Energy {NE}

o Office of Fossil Energy (FE)
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» Office of Electricity Delivery and Energy Reliability (OE)
* Office of indian Energy {IE}
e Office of Technology Transfer Coordinator

Elevate the Status of Management and Performance

The reorganization consolidates the primary mission and operational support functions of the
Department within the office of the Under Secretary for Management and Performance, and also
includes the Office of Environmental Management and Office of Legacy Management as part of its
structure and functions. The purpose of this consolidation is to elevate the Department’s focus on and
attention to these important functions. This office will have full-time oversight of the operational
functions of the following offices:

* Office of Management and Administration (MA)
»  Office of the Chief Human Capital Officer (HC)

e Office of the Chief Information Officer {ClO)1

s Office of Economic impact and Diversity (ED)

*  Office of Hearings and Appeals (OHA)

s Office of Environmental Management (EM}

e Office of Legacy Management (LM}

Moving the Office of Environmental Management under the purview of the Under Secretary for
Management and Performance brings the Department’s strongest project management capabilities,
resident within the Office of Acquisition and Project Management, directly to bear on one of the
Department’s most vexing yet vital challenges: cleaning up nuclear waste that is a legacy byproduct of
the Cold War. These DOE sites include Hanford, WA, Savannah River, SC, and Paducah, KY.

This reorganization will enable the new Under Secretary for Management and Performance to utilize a
more concentrated level of resources and to apply better managerial discipline to address project
management issues in this critical area. Reforms initiated over the past several years have begun to
bear fruit. The GAO has narrowed the scope of its high-risk designation for DOE's contract
administration and project management to major capital asset projects — those costing more than $750
million. Efforts are now under way to address the serious challenges confronting several major
construction projects. In addition, the Secretary has approved the formation of a new working group,
representing offices across the Department, including NNSA, to continue on efforts to improve
performance in this area.

In addition, transferring the Offices of Environmental Management and Legacy Management from the
Undersecretary for Nuclear Security will allow this undersecretary to focus exclusively on NNSA’s
forward-looking missions — including stewardship of our nation’s nuclear stockpile and advancing the

"The CHCO and CIO would continue to have direct access to the Secretary so that they can provide
broad policy advice and other functions, as specified by statute or regulation.

3
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President’s nuclear security agenda — while entrusting the Environmental Management mission to an
organization devoted to solving management challenges.

improving the effectiveness and efficiency of Departmental operations has been a continuing effort over
the past four years, and it remains a top priority for the senior leadership of the Department. Although
significant progress has been made, we understand clearly that we need to do much more. Aside from
increasing the management resources available to oversee large projects, consolidating mission support
functions in the Office of the Under Secretary for Management and Performance will place a senior
policy official dedicated to the task of management improvement on a full-time basis.

The consolidation of these mission support functions — such as the Office of Management and
Administration and Office of the Chief Human Capital Officer — will clarify and strengthen the lines of
authority and accountability of these functions. The goal will be to institute enterprise-wide solutions to
cammon challenges faced by program offices across the complex, such as information management,
acquisition, and human resources. The Chief Human Capital Officer and Director of the Office of Civil
Rights will continue to have direct access to the Office of the Secretary to provide broad policy advice
and other functions — but day-to-day operations will be under the oversight of the Under Secretary.

Within the Office of Management and Performance, we will also establish a new organizational unit: the
National Laboratory Operations Board. It will have responsibifity for oversight of administrative, mission
support, and infrastructure management of the National Laboratory System. This office will enable us to
establish an enterprise-wide effort to tackle the parallel administrative issues affecting the labs,
regardless of which program office administers each of them,

Improve Enterprise-Wide Management Coordination

We are also planning ways to increase coordination across the Department.

For a number of important cross-cutting policy issues, which all affect a number of programs across the
Department, the Secretary has established the following Secretarial Councils:

®  An Energy Council;

* A National Laboratory Policy Council;

* Arevised Credit Review Board, including establishment of a new Risk Committee; and
* A Cyber Security Council.

We are also reactivating and restructuring the Secretary of Energy Advisory Board (SEAB), with the
restructured SEAB having four standing subcommittees to address each of the major Departmental
mission areas.

1 would fike to bring to your attention two final areas in which we are seeking to improve the
coordination between programs offices: policy formation and physical security management.
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First, we are examining opportunities for consolidating and upgrading the policy analysis functions of
the Department. A PCAST report recommended a broader systems approach to energy policy planning.
This capability will be needed to support the government-wide Quadrennial Energy Review the
President called for in his June 25 climate policy speech at Georgetown University. The core of our new
energy systems analysis capability will be formed from the existing Office of Policy and international
Affairs. We will also examine opportunities to draw from the policy expertise of the program offices.

A second area under careful study is security management. | have previously testified before this
Subcommittee on the Department’s management of security, and improvements we have made in the
wake of last year's Y-12 incident, but this is a matter of such seriousness that we are committed to
continue our efforts to improve our performance, including through examination of broad issues of
governance as they relate to the security of our Category | nuclear materials. In recent months, we have
been engaged in a thorough review of our security management —not just within NNSA or at the labs,
but enterprise-wide — including delegation of authority and responsibility, contracting, performance
measurement and ultimate accountability.

We are undertaking this assessment deliberately, and | want to assure the Committee that we are
working on this issue, and plan to adopt organizational and management changes when we conclude
our internal review. We will of course keep the Subcommittee informed of these efforts.

Conclusion

These organizational changes will enhance the Department’s ability to carry out its responsibilities to
the President and to the Congress, while improving our financial stewardship at a time of tight fiscal
constraints. Reducing the cost of doing business within the Department will enable us to allocate more
resources toward our mission objectives in national security, science, clean energy, and environmental
stewardship.

The Department, under the leadership of the Secretary, has made management improvement a top
priority, and we are aggressively pursuing a broad agenda of initiatives. He has brought new ideas to
the Department, drawing from the work of the President’s Council of Advisors on Science and
Technology and other inputs, as well as from his prior service to DOE. The Secretary has challenged us
to further elevate our performance, and | appreciate the opportunity to appear before the
subcommittee to discuss our efforts to do so. | would be pleased to answer any questions from
Subcommittee members.
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Mr. MurpPHY. Thank you.
Mr. Friedman for 5 minutes.

STATEMENT OF GREGORY H. FRIEDMAN

Mr. FRIEDMAN. Mr. Chairman, Ms. Castor, members of the sub-
committee, I appreciate the opportunity to testify at your request
on the major challenges facing the Department of Energy.

The Department is, as has been described, responsible for exe-
cuting some of the Nation’s most complex and technologically ad-
vanced missions. The Office of Inspector General provides inde-
pendent oversight of the Department’s operations to promote econ-
ogly and efficiency and to detect and prevent fraud, waste and
abuse.

My office annually identifies what it considers to be the most sig-
nificant management challenges facing the Department. For 2013,
this list includes operational efficiency and cost savings, contract
and financial assistance award management, cybersecurity, energy
supply, environmental cleanup, human capital management, nu-
clear waste disposal, safeguards and security, and stockpile stew-
ardship. Because of their complexity, these challenges are not ame-
nable to immediate resolution. Therefore, they must be addressed
through a sustained effort over time.

In 2012 and 2013, due to what appeared to us to be obvious
looming budget constraints, we identified operational efficiency and
cost savings as the Department’s preeminent management chal-
lenge. In doing so, we presented the Department with five sugges-
tions to optimize operations. These include applying the Quadren-
nial Technology Review strategic planning concept to the Depart-
ment’s entire science and technology portfolio, eliminating costly
duplicative National Nuclear Security Administration functions,
evaluating, consolidating and/or rightsizing the Department’s lab-
oratory and technology complex, reprioritizing the Department’s
environmental remedial efforts with the goal of funding work on a
risk basis, and realigning the current structure of the Department’s
physical security apparatus. These suggestions provide only a
starting point for further discussion and examination. They rep-
resent approaches that we readily acknowledge are difficult to im-
plement, highly controversial and politically challenging.

Virtually all of our work intersects with one or more of the man-
agement challenges that I alluded to earlier. In my written state-
ment, I have summarized three recent reports that are reflective
of this relationship. These include first contract management,
project management and quality assurance concerns with the De-
partment’s contractor-managed construction of the Waste Treat-
ment and Immobilization Plant—the WTP—in Hanford, Wash-
ington. The current cost estimate for the WTP project is over $12
billion, or three times larger than its original budget. Second,
issues relating to the implementation and effectiveness of con-
tractor assurance systems by NNSA and its contractors, and fi-
nally, efforts by the Department to reduce international travel as
a means of reducing Federal expenditures.

In its invitation letter, the subcommittee expressed specific inter-
est in the status of project management at the Department. Your
interest reflects a concern that we share and one that is clearly of
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prime importance to the Department’s senior leaders. The Depart-
ment currently has several major projects including the WTP that
are significantly over budget and face considerable delays. As I
have testified previously, there are several common threads central
to these and related contract and project management problems.
Improvements are needed to ensure that project scopes and sup-
porting cost estimates are realistic, manageable, recognizing the
technical challenges facing many Department efforts. The change
control management is adequate and project baselines are updated
on a real-time basis to maintain their effectiveness as a primary
tool. Contract terms are kept current to track with project events,
contractor performances measured against established metrics in-
cluding realistic and reliable cost estimates, Federal staffing is suf-
ficient both in terms of size and expertise to provide effective con-
tract and project oversight, and finally, the project have focused,
empowered and consistent Federal project manager leadership
throughout their lifecycle.

As Deputy Secretary Poneman has discussed, Secretary Moniz
recently unveiled a new structure for the Department, which is de-
signed to focus on key programmatic priorities and agency perform-
ance and management. We are hopeful that the new initiatives, as
widespread as they are, as has been described the Deputy Sec-
retary, will help to address the Department’s management chal-
lenges. We look forward to working with Secretary Moniz, Deputy
Secretary Poneman, program officials and the Congress to enhance
departmental operations and in so doing to advance the interest of
the U.S. taxpayers.

Mr. Chairman and members of the subcommittee, this concludes
my statement. I would be pleased to answer any questions that you
may have.

[The prepared statement of Mr. Friedman follows:]
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Mr. Chairman and Members of the Subcommitiee, I appreciate the opportunity to testify at your
request on the major challenges facing the Department of Energy as identified by the Office of

Inspector General (OIG).

The Department of Energy is a multi-faceted agency responsible for executing some of the
Nation’s most complex and technologically advanced missions. These missions include cutting
edge work in basic and applied science, clean energy innovation, energy efficiency and
conservation, environmental cleanup, nuclear weapons stewardship, and efforts to enhance
national security. In order to exccute this diverse portfolio, the Department receives an annual
appropriation approaching $30 billion, employs nearly 110,000 Federal and contractor personnel,

and manages assets valued at over $180 billion.

The OIG provides independent oversight of the Department's operations through a rigorous
program of audits, inspections, and investigations designed to promote economy and efficiency,
and to detect and prevent fraud, waste, abuse, and mismanagement. A primary aspect of our
work involves the examination of Department programs and procedures through a combination
of performance and financial reviews, including cyclical evaluations of management and
operating costs of the Department’s numerous contractors. Much of our work is governed by an
annual risk assessment process. Through this process, the OIG establishes its internal operating
strategy based on an overarching goal of addressing the Department’s most pressing issues on a

priotity basis."

Department of Energy Management Challenges

Updated annually, the OIG identifies what it considers to be the most significant management
challenges facing the Department. We have a unique, independent perspective, which allows us
to provide management, the Congress, and the taxpayers with an unfiltered view of Departmental

operations. For Fiscal Year (FY) 2013, our list of significant management challenges includes:

¢ Operational Efficiency and Cost Savings

¢ Contract and Financial Assistance Award Management

! A full inventory of published OIG reports can be found at: http://energy.gov/ig/calendar-year-reports.
1
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o Cyber Security

¢ Energy Supply

e Environmental Cleanup

¢ Human Capital Management
*  Nuclear Waste Disposal

e Safeguards and Security

e Stockpile Stewardship

Given the inherent nature and complexity of these challenges, they are not amenable to
immediate resolution. Thus, these challenges must be addressed through a concentrated,

persistent effort over time.

Office of Inspector General Activities

Our inventory of work products provides the underpinning of our management challenges report.
Virtually all of our work intersects with one or more of these challenge areas. I would like to
discuss three recent reports that are reflective of this relationship. These include: project
management, environmental cleanup, and contract administration issues at the Hanford Site;
general Department contractor governance issues; and management of foreign travel by the

Department and its contractors.

Waste Treatment and Immobilization Plant Quality Assurance’

An OIG review reported on problems with the Department’s contractor-managed construction of
the Waste Treatment and Immobilization Plant (WTP) in Hanford, Washington, a project with an
estimated cost of over $12 billion or three times larger than its original budget. Our review
found that contractor management of this project, one of the largest undertakings of its kind, did
not always meet quality assurance and contract requirements. To shield plant workers from
intense radiation during WTP operations, processing vessels are to be located in sealed
compartments called black cells, Because there is no engineered access to black cells once

operations begin, it is critical that processing vessels last for the WTP’s 40-year expected design

% The Department of Energy’s $12.2 Billion Waste Treatment and Immobilization Plant-Quality Assurance Issues—
Black Cell Vessels, DOEG-0863, available at: http://fenergy.gov/sites/prod/files/1G-0863 0.pdf

2
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life without in-service inspection and maintenance. However, the contractor responsible for the
WTP effort procured black cell vessels that were missing required documentation intended to
provide evidence that welds to the vessels met specifications. As we reported, this was

inconsistent with the project’s quality assurance process.

We also found that the Department paid the WTP contractor a $15 million incentive fee for
production of a vessel that was later determined to be defective. Our review disclosed that
although the Department demanded return of the fee, it was never actually reimbursed.
Department management told us the $15 million incentive fee payment issue was included for
consideration as part of the WTP contract restructuring; however, management could not furnish

documentation to explain or support the rationale for its decision to forego recovery of the fee.

While it has a number of unique characteristics, the history of the WTP project is, in many
ways, emblematic of the Department’s long-standing problems with contract administration and
project management, particularly as they relate to the Department’s $268 billion environmental

remediation liability.

3
Contractor Governance

Given the Department’s near total reliance on contractor support for mission execution, the
importance of efforts related to enhancing contractor governance, and contractor performance,
transparency, and effectiveness, cannot be overstated. In 2012, to assess Department progress
in this area, we reviewed the status of contractor assurance systems by NNSA and its

contractors.

We found that since July 2007, the Department and NNSA had required contractors to
implement self-assessment systems to measure performance and help ensure effective and
efficient mission accomplishment. NNSA’s approach relies on contractors to assess and
evaluate their own performance, with Federal oversight of contractor activities, especially with

regard to nuclear safety and security.

3 National Nuclear Security Administration Contractor Governance, DOE/IG-0881, available at:
hup:/fenergy.gov/sites/prod/files/IG-088 1 .pdf.
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Yet, as we reported, despite at least five years of effort, NNSA and its support offices and site
contractors still had not implemented fully functional and effective contractor assurance

systems. Specifically:

¢ The contractor governance system was rendered ineffective by what Federal site level
officials referred to as an "eyes on, hands off” approach to contract management;

e Contractor self-assessments were not effective in identifying weaknesses;

e Contractor weaknesses were not effectively communicated to senior management
officials; and

e Performance metrics tracked in the assurance systems were not clearly linked to those

contained in the contractor performance evaluation plans used to determine fees.

We found that NNSA had placed substantial reliance on its contractors' ability to self identify
and correct weaknesses, even those that have the potential to threaten the safe, secure, effective
and efficient operation of the Department's national security facilities. Our findings suggested
that such reliance may be unjustified absent more intense Federal validation of contractor

assertions.

The underlying fact pattern associated with a July 2012 security breach at the Y-12 National
Security Complex in Oak Ridge, Tennessee, as well as an ensuing compromise of Protective
Force security tests at the facility, illustrated the potential severity of concerns regarding
NNSA'’s contractor governance approach. While there were a number of relevant factors, the
most significant may have been the “eyes on, hands off” approach attributed to the Federal staff

providing contract oversight at Y-12.

The Department’s Management of Foreign Travel’

Given its extensive reliance on contractors, measures to address the management challenges
facing the Department, particularly in the area of efficiency and cost savings, must inherently

involve issues related to contract governance, contract administration, efforts to measure

* The Department of Energy’s Management of Foreign Travel, DOE/IG-0872, available at:
http://energy.govisites/prod/files/DOE-1G-0872 pdf.

4
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contractor performance, and efforts to hold contractors accountable. In this context, we recently
examined the Department’s response to a Presidential directive to reduce travel as a means of
reducing Federal expenditures. To its credit, in response to the Presidential directive, the
Department implemented a mandatory 30 percent reduction in Federal employee travel.
However, parallel action had not been taken to manage or control foreign travel by contractors.
Consistent with the Department's organizational structure and its significant reliance on
contractor assistance, the vast majority of these taxpayer-funded trips, in fact about 85 percent,
were taken by contractor employees. Had the Department applied the 30 percent reduction
criteria to the international travel costs incurred by its nearly 100,000 contractors, as much as
$15 million could be saved each year. While we would not anticipate total equality between the
treatment of Federal and contractor personnel, in our view in this case, an across-the-board

application of the requirement to reduce travel would have been both appropriate and beneficial.

Operational Efficiency and Cost Savings

As part of our Management Challenges report for FY’s 2012 and 2013, we concluded that
Federal budgetary concerns made finding ways to optimize agency operations and reduce costs
the preeminent management challenge facing the Department. In this context, we added
Operational Efficiency and Cost Savings to our list of management challenges and presented the
Department with five suggestions for reducing its cost of operations and enhancing agency

efficiency. These proposals included:

» Applying the Quadrennial Technology Review (QTR) strategic planning concept to the
Department's entire science and technology portfolio;

o Eliminating costly, duplicative NNSA functions;

¢ Evaluating, consolidating, and/or rightsizing the Department's laboratory and technology
complex;

» Reprioritizing the Department's environmental remediation efforts with the goal of
funding the work on a risk basis; and

* Re-evaluating the current structure of the Department's physical security apparatus.
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Qur intent was, and continues to be, to highlight possible ways in which the Department can
reduce the overall cost of operations and become more efficient. While the suggestions are
intended to provide only a starting point for further discussion and examination, we are mindful
of the fact that they represent approaches that could be difficult to implement, highly
controversial, and politically challenging. The following five summaries provide additional

details on these suggestions.

Expand the OTR strategic planning concept to the Department’s entire science and technology

portfolio: 1In September 2011, the Department released its inaugural QTR, in essence a research
and development strategic plan. In his message prefacing the report, then-Secretary Chu referred
to the hard budget choices and fiscal challenges facing the Department, concluding that the
Department must find ways to intelligently choose between the many technically viable activities
it could pursue. The QTR, advanced as a mechanism to guide these difficult choices, provided
quality analysis and important information. However, as beneficial as it may be, the scope was
limited to the Department’s energy-related technology sector. We concluded that the discipline
of the QTR process should be applied to the Department's entire set of science and technology
activities. This type of large-scale planning effort would enable the Department to better
evaluate its multi-billion dollar per year science effort to determine whether initiatives are
aligned with current priorities; identify metrics to help decision makers confirm that research
dollars are used for the highest and best purposes; and determine whether the work of its separate
system of 16 Federally Funded Research and Development Centers (FFRDC) are properly

integrated.

Eliminate duplicative NNSA functions: Created in response to national security concerns, NNSA

was established as a separately organized agency within the Department under the Defense
Authorization Act of 2000. NNSA maintains a set of distinctly separate overhead and indirect
cost operations that often duplicate existing Departmental functions. These include human
resources, general counsel, congressional and public affairs, procurement and acquisition, and
information technology. These expenses are significant and parallel functions that exist at
Headquarters as well as a number of field sites where Department and NNSA activities are co-

located. In addition to cost considerations, these redundancies can complicate communications
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and program execution and cause different interpretations of core Departmental policy. We
recommended that the alignment be closely examined with the goals of consolidating

overlapping efforts, preserving scarce resources, and improving operations.

Evaluate, consolidate, and/or rightsize the Department’s laboratory and technology complex:

The Department operates 16 FFRDCs at an annual cost of more than $10 billion.” Of this
amount, nearly $3.5 billion was spent on general administrative functions including executive
direction, human resources, procurement, legal, safeguards and security, utilities, logistics
support, and information services. In our view, the proportion of scarce science resources
diverted to administrative, overhead, and indirect costs for each laboratory may be unsustainable
in the current budget environment. We recommended that the Department, using a BRAC-style
formulation, analyze, and potentially, realign and consolidate laboratory operations to reduce

indirect costs and, as a result, provide greater funds for science and research.

Reprioritize the Department's environmental remediation efforts: The Department's current

unfunded environmental remediation liability is approximately $268 billion. As a result of more
than S0 years of nuclear defense and energy research work, the Department spends about $6
billion per year on its environmental remediation activities. In doing so, at the time of our
examination, program costs were largely "driven” by 37 individually negotiated Federal Facility
Agreements (FFA) at key Department sites across the Nation. The FFAs involve no less than
350 milestones at these sites. The FFAs are augmented by numerous other local agreements with
their own set of actions, requirements, milestones and due dates. The existing structure needs to
be modified to reflect the realities of significant reductions in the Department's environmental
cleanup budget. Consequently, we recommended that the Department revise its current
remediation strategy and address environmental concerns on a national, complex-wide risk basis.
This would result in a form of a complex-wide environmental remediation triage, funding only
high-risk activities that represent imminent or near term danger to health and safety, or further

environmental degradation.

3 This figure excludes the sizeable "Work for Others" programs at the Department's national laboratories.

7
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Re-evaluate the current structure of the Department's physical security apparatus: The

Department spends more than $1 billion per year providing physical security for its facilities and
related materials and data. Of this amount, nearly $700 million per year is spent on a complex-
wide protective force staff of nearly 4,000 highly trained professionals. The protective force
staff is made up exclusively of contractor personnel retained through different mechanisms.
These arrangements, which lack uniformity and consistency, result in at least 25 separate
contract instruments, all with costly overhead burdens. We concluded the new budget realities
require change and we recommended an in-depth evaluation of available options. These
included a “master contract” to provide security at all Department facilities, consolidating
protective force contracts by region or Departmental entity, or federalizing the protective force.
Protective force contract realignment or some form of federalization may reduce security costs

and improve the Department’s physical security posture.

Observations

In your invitation letter, the Subcommittee expressed specific interest in the status of project
management at the Department. Your interest reflects a concern that we share and one that is
clearly of prime importance to the Department’s senior managers. The Department currently has
several major projects, such as the WTP, that are significantly over budget and face considerable
delays. As I have testified previously, there are several “common threads” central to these and

related contract and project management problems. Improvements are needed to ensure that:

* Project scopes and supporting project cost estimates are realistic and manageable,
recognizing the technical challenges facing many Department efforts;

e Change control management is adequate and project baselines are updated on a real-time
basis to maintain effectiveness as a primary management tool;

* Contract terms are kept current to track with project events;

¢ Contractor performance is measured against established metrics, including realistic and
reliable cost estimates;

¢ Federal staffing is sufficient, in terms of size and expertise, to provide effective contract

and project oversight; and
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¢ Projects have focused, empowered and consistent Federal Project Manager leadership

throughout their lifecycle.

Secretary Moniz recently unveiled a new structure for the Department, which is designed to
focus on key programmatic priorities and agency performance and management. We are hopeful
that the new initiatives will aid in addressing the Department’s management challenges. We
look forward to working with Secretary Moniz, Deputy Secretary Poneman, program officials,

and the Congress to enhance Departmental efficiency and operations.

Mr. Chairman and Members of the Subcommittee, that concludes my statement and I will be

happy to answer any questions you may have.
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Mr. MurpHY. Thank you. I apologize. I had to step out of the
room for a second.
Mr. TRIMBLE.

STATEMENT OF DAVID C. TRIMBLE

Mr. TRIMBLE. Chairman Murphy, Ranking Member Castor and
members of the subcommittee, my testimony today discusses our
observations on the management challenges facing DOE. My obser-
vations are drawn from our past work, which has highlighted the
challenges DOE faces in project and contract management, security
and safety, and producing reliable enterprise-wide management in-
formation.

Regarding project and contract management, DOE has made
progress in managing the cost and schedule of non-major projects—
those costing less than $750 million—and in recognition of this
progress, we narrowed the focus of our high-risk designation to
major contracts and projects.

Major projects, however, continue to pose a challenge for EM and
NNSA. All of the ongoing major projects continue to experience sig-
nificant cost increases and schedule delays. UPF costs have in-
creased seven fold, up to $6.5 billion, for a project with a reduced
scope and 11 years after the schedule. MOX costs have increased
five fold, up to $7.7 billion, with 15 years added to the schedule.
Notably, since 2010 alone, cost increases for MOX have totaled $2.8
billion for a project originally estimated to cost $1.4 billion. WTP
has tripled in cost to over $12 billion with a decade added to its
schedule. Moreover, we found that DOE prematurely rewarded the
contractor for resolving technical issues and completing work. We
are currently assessing DOE cost-estimating policies and practices
and plan to issue a report later this year.

Regarding security, over a decade after NNSA was created to ad-
dress security issues, the Y-12 security incident has raised concern
that NNSA has still not embraced security as an essential element
of its missions. Multiple investigations into the security breach
identified significant deficiencies in NNSA security organization,
oversight and culture. DOE and NNSA have taken a number of ac-
tions including repairing security equipment, reassigning key secu-
rity personnel, and firing the Y-12 protective force contractor. DOE
and NNSA’s leadership have also committed to additional actions
such as revamping the security oversight model.

DOE has a long history of security breakdowns and an equally
long history of instituting responses and remedies to fix these prob-
lems. In recent testimony, the leadership of the NNSA security
task force examining the Y-12 incident identified problems with
NSSA’s Federal security organization. Notably, in 2003, we re-
ported on these very same problems, problems which have per-
sisted or resurfaced, notwithstanding numerous DOE initiatives to
fix or address them. The key challenge going forward will not be
how to implement security improvements but how to sustain them.

Regarding safety, in September 2012, we testified before this
subcommittee noting that DOE’s recent safety reforms may have
actually weakened independent oversight. Notably, since this testi-
mony, reports by DOE have continued to identify safety concerns
at Pantex and other DOE sites.
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In regard to important enterprise-level management information
such as budgetary and cost data, in June 2010 we examined
NNSA’s program to operate and maintain weapons facilities and
infrastructure and found that NNSA could not accurately identify
the total costs for this congressionally directed program, and
NNSA’s budget justification understated these costs by over $500
million.

In July 2012, we found deficiencies in NNSA’s validation of budg-
et requests for its programs and concluded that these weaknesses
impacted the credibility and reliability of those budget estimates.
According to NNSA’s officials, the agency’s experience and trust in
its contractors minimized the need for such review. Without accu-
rate cost and budget data, DOE will continue to be surprised by
cost and schedule problems in its projects and programs, and Con-
gress will not have the information it needs to oversee the billions
provided yearly in appropriations.

In closing, let me observe that the Department’s most significant
mission accomplishments such as keeping the stockpile safe and re-
liable, successfully closing nuclear facilities such as the old Rocky
Flats plant, consolidating nuclear material, and energy and science
breakthroughs are too often overshadowed by repeated project cost
overruns, schedule delays, glaring security incidents and safety
mishaps. Until these key management issues are addressed, such
problems will continue to cast a shadow over DOE’s mission accom-
plishments. A key step in addressing these longstanding issues will
be for DOE to embrace sound project management, credible secu-
rity and security programs, and reliable management information
systems as key elements of the Department’s mission instead of im-
pediments to this mission.

Thank you. I would be happy to answer any questions.

[The prepared statement of Mr. Trimble follows:]
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DEPARTMENT OF ENERGY

Observations on DOE’s Management Challenges and
Steps Taken to Address Them

What GAO Found

As GAOQ has reported over the last decade, the Department of Energy's (DOE)
management of major projects and programs, security and safety at DOE sites, and
reliable enterprise-wide management information, including budget and cost data, are
among the most persistent management chalienges the department faces.

« Challenges managing major projects and programs. The Office of Environmental
Management (EM) and the National Nuclear Security Administration (NNSA)
continue to face challenges managing major projects and programs, which have
incurred significant cost increases and schedule delays. For example, GAQ
reported in July 2013 that the cost estimate range for a project to construct a
modern Uranium Processing Facility (UPF) at DOE’s Y-12 Nationat Security
Complex in Qak Ridge, Tennessee, had increased five- to seven-fold to up to
$6.5 billion since the project’s inception in 2004, Furthermore, the most recent
cost estimate range may no longer be valid after the contractor reported in
August 2012 that the UPF’s roof would have to be raised 13 feet. GAO is
currently assessing DOE cost estimating policies and practices and plans to
issue a report based on this work later this year. DOE's actions to improve
project management appear promising, but their impact on meeting cost and
schedule targets may not be clear. Because all ongoing major projects have
been in construction for several years, neither EM nor NNSA has a major project
that can yet demonstrate the impact of DOE's recent reforms.

*  Challenges managing security and safety. Reports about the July 2012 security
breach at the Y-12 National Security Complex identified numerous, long-standing
and systemic security issues across the nuclear security enterprise and
significant safety problems at DOE sites that have not been fully addressed. A
NNSA Security Task Force and an independent panel convened at the request of
the Secretary of Energy also found systemic security issues across the nuclear
security enterprise, and found deficiencies in DOE's security culture and
oversight, which closely matched issues GAQ identified a decade earfier. GAO
has ongoing work assessing DOE security reforms and plans to issue a report
based on this work fater this year. GAO has also found that DOE management
weaknesses have confributed to persistent safety problems at NNSA sites.

«  Challenges in producing reliable enterprise-wide management information. GAO
has reported that DOE does not have reliable enterprise-wide management data
needed to, among other things, prepare its budget requests, identify the costs of
its activities, and ensure the validity of its cost estimates. For example, in June
2013, GAO reported that while different approaches are allowed by Cost
Accounting Standards, NNSA's management and operations contractors differ in
how they classify and aflocate indirect costs at NNSA laboratories, which limits
NNSA's ability to assess cost data and meaningfully compare cost management
performance across laboratories. In addition, GAO reported in June 2010 that
NNSA could not accurately identify the fotal costs to operate and maintain
weapons facilities and infrastructure because of differences among contractors’
accounting practices. GAQ is currently monitoring DOE's ongoing efforts to
improve its capability to produce refiable enterprise-wide information.

United States Government Accountability Office
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Chairman Murphy, Ranking Member DeGette, and Members of the
Subcommittee:

Thank you for the opportunity to discuss our recent work on some of the
pressing management challenges that the Department of Energy (DOE)
faces. DOE is responsible for executing some of the nation’s most
complex and technologically advanced missions, working to ensure the
energy future of the United States, providing scientific and technological
leadership, overseeing the nation's nuclear security enterprise, and
resolving the environmental legacy of the Cold War, DOE carries out
these activities through mission-based program offices including the
Office of Environmental Management (EM) and the separately organized
National Nuclear Security Administration (NNSA).' Collectively, these and
other DOE offices operate dozens of government-owned, contractor-
operated facilities throughout the United States.

Our prior testimonies before this Subcormnmittee in September 20122 and
March 2013, as well as reports we have issued over the past decade,
have highlighted various chalienges that DOE components—principally
EM and NNSA—face in carrying out their responsibilities.* These
testimonies and reports have highlighted management challenges
concerning (1) EM and NNSA projects and programs; (2) security and
safety at DOE sites; and (3) reliable enterprise-wide management
information, including budget and cost data. Regarding project and
program management, EM's and NNSA'’s management of major projects
and contracts remains on our list of areas at high risk of waste, fraud,

1Spe(:iﬁcally, NNSA was created under Title 32 of the National Defense Authorization Act
for Fiscal Year 2000, Pub. L. No. 106-65, § 3201 et seq.

2GAO, Modemizing the Nuclear Security Enterprise: Observations on the National Nuclear
Security Administration’s Oversight of Safety, Security, and Project Management,
GAQ-12-812T (Washington, D.C.: Sept, 12, 2012).

3GAO, Modernizing the Nuclear Security Enterprise: Observations on DOE’s and NNSA's
Efforts to Enhance Oversight of Security, Safety, and Project and Contract Management,
GAO-13-482T (Washington, D.C.: Mar. 13, 2013).

“A fist of recent GAO products assessing DOE's management efforts is included at the
end of this statement.

Page 1 GAQ13-767T
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abuse, and mismanagement, where they have been listed since 1990.°
Regarding security and safety management, we have frequently reported
on security issues and safety incidents at DOE facilities—as when we
testified before this Subcommittee in March 2013 on the temporary
shutdown of faciliies at Los Alamos National Laboratory in 2004 and,
more recently, the security breach at the Y-12 National Security Complex
in July 2012.° Regarding reliable enterprise-wide management
information, we have reported on matters such as the steps that DOE has
taken to improve its budgeting and cost-estimating practices and the
weaknesses that persist in these areas.

In addition to these issues, NNSA's relationship with DOE has come
under renewed scrutiny. Notably, the Fiscal Year 2013 National Defense
Authorization Act created the Congressional Advisory Panel on the
Governance of the Nuclear Security Enterprise to examine options and
make recommendations for revising the governance structure, mission,
and management of the nuclear security enterprise. As the new Secretary
of Energy has alluded to in recent testimony, addressing the management
chatlenges that we and other organizations have identified, as well as
clarifying departmental roles and responsibilities, will be among his top
priorities.

In this context, my testimony today discusses three of DOE's most
persistent management challenges: (1) management of projects and

SGAD, High-Risk Series: An Update, GAO-13-283 (Washington, D.C.: February 2013).
We have shifted the focus of the high-risk designation of EM’s and NNSA's contract
management to major projects and away from nonmajer projects, those costing less than
$750 million. As defined in the most recent update of our high-risk series, contract
management includes both contract administration and project management,

SFor additional information on the 2004 temporary shutdown of facilities at Los Alamos,
see GAOQ, Stand-Down of Los Alamos National Laboratory: Total Costs Uncertain; Almost
Al Mission-Critical Programs Were Affected but Have Recovered, GAQ-08-83
{Washington, D.C.: Nov. 18, 2005). During the security breach at the Y-12 Nationat
Security Complex, three trespassers gained access to the protected security area directly
adjacent to cne of the nation’s most critically important nuclear weapon-related facifities
without being interrupted by the security measures in place. According to DOE’s Inspector
General, this security incident was unprecedented and represented multiple system
failures including failures to maintain criticat security equipment, respond properly to
atarms, and understand security protocols. The Inspector General found that contractor
governance and federal oversight did not identify and correct early indications of these
muttiple system breakdowns. See GAD-13-482T and DOE, Office of inspector General,
Inguiry into the Secunity Breach at the National Nuclear Security Administration's Y-12
National Security Complex, DOENG-0868 (August 2012},

Page 2 GAC-13.767T
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programs, (2) management of security and safety at DOE sites, and (3)
reliable enterprise-wide management information, including budget and
cost data. It focuses on our reports issued from January 2007 to June
2013. Detailed information about the scope and methodology used to
conduct this work can be found in each of our issued reports. We
conducted the performance audit work that supports this statement in
accordance with generally accepted government auditing standards.

Background

DOE'’s missions encompass energy resources, scientific and
technological development, environmental cleanup, and nuclear security.
DOE established EM in 1989 to carry out the mission to clean up
radioactive wastes, spent nuclear fuel, excess plutonium and uranium,
contaminated facilities, and contaminated soil and groundwater that
resulted from nuclear weapons production and government-sponsored
nuclear energy research. NNSA, a separately organized agency within
DOE, has primary responsibility for ensuring the safety, security, and
reliability of the nation's nuclear weapons stockpile, including life
extension programs for multiple weapon types in the U.S. stockpile,” for
promoting nuclear nonproliferation, and for naval reactor programs. in
fiscal year 2013, EM and NNSA received about $17 billion to support
these programs and related activities, which is approximately 60 percent
of DOE’s total budget. Figure 1 shows the fiscal year 2013 funding for
EM, NNSA, and other DOE programs and activities.

"The end of the Cold War caused a dramatic shift in how the nation maintains nuciear
weapons. Instead of designing, testing, and producing new nuclear weapons, the strategy
shifted to maintaining the existing nuclear weapons stockpite indefinitely. Life extension
programs extend, through refurbishment, the operational lives of weapons in the nuclear
stockpile by 20 to 30 years and certify these weapons’ military performance requirements
without underground nuclear testing. GAQ, Nuclear Weapons: NNSA and DOD Need to
More Effectively Manage the Stockpile Life Extension Program, GAQ-09-385
(Washington, D.C.: Mar. 2, 2008).

Page 3 GAD-13-767T
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Figure 1: Funding of DOE Programs and Activities, Fiscal Year 2013

Environmental and other defense activities:
$5.9 billion

National Nuclear Security Administration:
$11.5 bitlion

Other programs and activities:
$9.7 billion

Source: DOE. Department of Energy Fiscal Year 2014 Congressionat Budget Request, DOE/CF-0084, Aprit 2013.

Note: Funding numbers rep: the lized amount pi are ized to obligate, prior
to any adjustment for sequestration.

Contractors operate DOE sites and often conduct their work under
management and operating (M&O) contracts.® These contracts provide
the contractor with discretion in carrying out the mission of the particular
contract. Currently, DOE spends 90 percent of its annual budget on
contracts, making it the largest non-Department of Defense contracting
agency in the government.

EM&O contracts are agreements under which the government contracts for the operation,
maintenance, or support, on its behalf, of a government-owned or —controlled research,
development, special production, or testing establishment wholly or principally devoted to
one or more of the major programs of the contracting federal agency. Federal Acquisition
Regulation, 48 C.F.R. § 17.601.

Page 4 GAD-13-787T
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As we have reported in the past decade, DOE continues to face
DOE Faces ., challenges managing its major projects and programs, which have
Challenges Managmg incurred significant cost increases and schedule delays in several

Its Major Projects and
Programs .

instances. Some recent examples include:

As we reported earlier this month, NNSA estimates that the project to
build the Uranium Processing Facility (UPF) at the Y-12 National
Security Complex in Oak Ridge, Tenr , will cost beh  five
and seven times more than previously thought and will be completed
over a decade behind schedule.® NNSA estimated in 2004 that the
UPF would cost from $600 million to $1.1 billion to construct and
would start operating in 2012. As of June 2012, estimates were
revised to a cost range from $4.2 billion to $6.5 billion and a 2023
date for the start of operations. In June 2012, the Deputy Secretary of
Energy approved the latter cost range and schedule and deferred
significant portions of the original project scope. Two months later, the
UPF contractor concluded that UPF’s roof would have to be raised 13
feet and that the start of construction would be further delayed,
resulting in approximately $540 million in additional costs. As we
reported, these problems occurred because the contractor did not
adequately manage and integrate the design work subcontracted to
four other contractors. Given these additional costs and DOE’s stated
plan to pay for these additional costs from its contingency fund, it is
unclear if the cost range estimate approved in June 2012 remains
valid.

In March 2013, we reported preliminary observations from our
ongoing review of NNSA's Plutonium Disposition Program that
highlight the need for continued efforts by DOE to improve contract
and project management.’® We reported DOE is currently forecasting
an increase in the total project cost for the MOX Fuel Fabrication
Facility at the Savannah River Site in South Carolina from $4.9 billion
to $7.7 billion and a delay in the start of operations from October 2016

°GAO, Nuclear Weapons: Factors Leading to Cost Increases with the Uranium Processing
Facifity, GAQO-13-686R (Washington, D.C.: July 12, 2013},

iy key part of the Plutonium Disposition Program includes the construction of two nuclear
facilities at DOE's Savannah River Site: a facility that will produce mixed oxide (MOX) fuel
~a mix of plutonium and uranium--for nuclear reactors and a Waste Soiidification Building
to dispose of the fiquid waste from the MOX facility,

Page § GAQ-13.767T
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to November 2019.%" According to NNSA officials and the contractor
for the MOX facility, inadequately designed critical system
components, such as the gloveboxes to be used for handling
plutonium and the infrastructure needed to support these gloveboxes,
are among the primary reasons for the proposed cost increase and
schedule delay. The performance baseline for the MOX facility was
set several years before NNSA issued guidance in 2012 to set cost
and schedule baselines only after design work is 90 percent
complete.™ As part of our ongoing review of NNSA's Plutonium
Disposition Program, we are evaluating whether such guidance would
have been useful for NNSA to apply to the MOX facility, as well as the
potential impact this guidance might have had on mitigating cost
increases and schedule delays.

« In December 2012, we reported that the estimated cost to construct
the Waste Treatment and Immobilization Plant in Hanford,
Washington, had tripled to $12.3 billion since its inception in 2000 and
that the scheduled completion date had slipped by nearly a decade to
2019." We reported that DOE’s incentives and management controls
were inadequate for ensuring effective project management, and DOE
had in some instances prematurely rewarded the contractor for
resolving technical issues and completing work. DOE generally
agreed with the several recommendations we made to improve Waste
Treatment and Immobilization Plant projects and contract
management. In May 2013, we reported that significant technical
challenges at the Waste Treatment Plant remained unresolved,
contributing to uncertainty as to whether the project will operate safely
and effectively.™

« We also reported in December 2012 on progress by EM and NNSA in
managing nonmajor projects (i.e., those costing less than $750

"GAQ, Department of Energy: Concerns with Major Construction Projects at the Office of
Environmental Management and NNSA, GAQ-13-484T (Washington, D.C.: Mar. 20,
2013).

25 project’s performance baseline consists of the project's cost, schedule, and scope (the
activities needed to achieve project goals).

BGAD, Hantford Waste Treatment Plant DOE Needs to Take Action to Resolve Technical
and Management Challenges, GAO-13-38 (Washington, D.C.: Dec. 18, 2012).

MGAD-13-510T.

Page 8 GAO-13-7677



39

million)."® We found that of the 71 nonmajor projects that EM and
NNSA completed or had under way from fiscal years 2008 to 2012, 21
met or are expected to meet their performance targets for scope, cost,
and compietion date. However, 23 projects did not meet or were not
expected to meet one or more of those three performance targets. We
also noted that, for 27 projects, many had insufficiently documented
performance targets for scope, cost, or completion date, which
prevented us from determining whether they met their performance
targets. As a result, we recommended, among other things, that EM
and NNSA clearly define, document, and track the scope, cost, and
completion date targets for each of their nonmajor projects. EM and
NNSA agreed with our recommendations. As we noted in our
February 2013 high-risk update,'® we have shifted our focus to major
contracts and projects, but we will continue to monitor the
performance of nonmajor projects.

« In April 2010, we reported that weak management by DOE and NNSA
had allowed the cost, schedule, and scope of ignition-related activities
at the National Ignition Facility to increase substantially.’” We reported
that, since 20086, ignition-related costs have increased by around 25
percent—from $1.8 billion in 2005 to over $2 billion in 2010—and that
the planned completion date for these activities had slipped from the
end of fiscal year 2011 to the end of fiscal year 2012 or beyond. We
made several recommendations to address program management
weaknesses—which NNSA agreed with—and we are currently
monitoring their implementation. Ten years earfier, in August 2000, we
had reported that poor management and oversight of the National
lgnition Facility construction project at Lawrence Livermore National
Laboratory had increased the facility's cost by $1 billion and delayed
its scheduled completion date by 6 years.™

SGAO, Department of Energy. Better Information Needed to Determine if Nonmajor
Projects Meet Performance Targets, GAO-13-128 (Washington, D.C.: Dec. 19, 2012).

BGAO-13-283.

17Ignition-re|ated activities consist of the efforts separate from the facility’s construction
that have been undertaken to prepare for the first attempt at ignition-—the extremely
intense pressures and temperatures that simulate on a smali scale the thermonuclear
conditions created in nuciear explosions, See GAO, Nuclear Weapons: Actions Needed to
Address Scientific and Technical Challenges and Management Weaknesses at the
National ignition Facility, GAO-10-488 (Washington, D.C.: Apr. 8, 2010).

8GAO, National Ignition Facility: Management and Oversight Failures Caussd Major Cost
Overruns and Schedule Defays, GAO/RCED-00-271 (Washington, D.C.: Aug. 8, 2000).

Page 7 GAO-13-767T
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« In March 2009, we reported that NNSA and the Department of
Defense had not effectively managed cost, schedule, and technical
risks for the B61 nuclear bomb and the W76 nuclear warhead
refurbishments.’® For the B61 life extension program, NNSA was only
able to stay on schedule by significantly reducing the number of
weapons undergoing refurbishment and abandoning some
refurbishment objectives. We made a number of recommendations to
improve the management of the nuclear weapons refurbishment
process. NNSA agreed with these recommendations, and we are
monitoring their implementation.

We are currently assessing DOE cost estimating policies and practices
and plan to issue a report based on this work later this year. DOE's
actions to improve project management appear promising, but their
impact on meeting cost and schedule targets may not be clear, Because
all ongoing major projects have been in construction for several years,
neither EM nor NNSA has a major project that can yet demonstrate the
impact of DOE's recent reforms.

DOE Faces
Challenges Managing
Security and Safety

As we testified before this Subcommittee in March 2013,% reviews of the
July 2012 security breach at the Y-12 National Security Complex
identified numerous, long-standing, and systemic security issues across
the nuclear security enterprise, and significant safety problems remain at
DOE sites that have not been fully addressed. Some examples from our
recent work include:

«  With regard to security, as we testified in March 2013,?" investigations
of the security breach at the Y-12 National Security Complex
performed by NNSA, the DOE Office of Inspector General, and the
DOE Office of Independent Oversight found problems with NNSA’s
and its contractors’ performance, including problems with the
complex’s physical security systems, such as alarms, and the training
and response of the heavily armed guards supplied by NNSA's
protective force contractor. In addition, both a NNSA Security Task
Force and an independent panel convened at the request of the

GA0-09-385.
BGAQ-13-482T.
MGAO-13-482T.
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Secretary of Energy and composed of three former executives from
federal agencies and the private sector found systemic security issues
across the nuclear security enterprise. Both the Secretary’s panel and
the NNSA Security Task Force's leader found deficiencies in DOE’s
security culture and oversight, with some of these being closely
matched to issues we identified a decade earlier. DOE took a number
of actions in response to the security breach and the findings of the
panel and task force. These actions included, among other things,
immediate actions to repair security equipment, as well as longer-term
actions that aim to improve NNSA and DOE oversight of security. As
we testified in March 2013, in assessing DOE’s actions regarding
security and NNSA's new security oversight process, a central
question will be whether they lead to sustained improvements in
security at the Y-12 National Security Complex and across the nuclear
security enterprise. We have ongoing work assessing DOE security
reforms and plan to issue a report based on this work later this year.

«  With regard to safety, in September 2012 we testified before this
Subcommittee about NNSA management weaknesses that have
contributed to persistent safety problems at NNSA sites, including lax
attitudes toward safety procedures, inadequacies in identifying and
addressing safety programs with appropriate corrective actions, and
inadequate oversight by NNSA site offices.?? We stated in our
testimony that in March 2010, in an effort to address safety problems
across the nuclear security enterprise, the Secretary of Energy
announced a reform effort aimed at modifying DOE's oversight
approach in order to “provide contractors with the flexibility to tailor
and implement safety and security programs without excessive
federal oversight or overly prescriptive departmental requirements.”
As we noted in the testimony, DOE’s safety reforms did not fully
address continuing safety concerns and, in fact, may have actuaily
weakened independent oversight. We noted, for example, that DOE’s
Office of Independent Oversight staff must coordinate its assessment
activities with NNSA site office management to maximize the use of
resources, raising concerns about whether Office of independent
Oversight staff would be sufficiently independent from site office

RGAC-12-912T.
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management.® In our April 2012 report, we recommended that DOE
analyze the costs and benefits of its safety reform effort and identify
how the effort will help address safety concerns. DOE agreed with our
recommendations.

Moreover, since our September 2012 testimony, DOE’s Office of
Independent Oversight has raised concerns about ongoing safety issues,
including reluctance by workers at NNSA's Pantex Plant to raise safety
problems for fear of retaliation and a perception that cost took priority
over safety, as well as inadequate controls to protect workers or the
public in the case of earthquake, fires, or radiation exposures at the Y-12
National Security Complex, In addition, a March 2013 independent
evaluation of safety culture at DOE’s Office of Health, Safety, and
Security (HSS)—which generally provides policy direction and
independent oversight of safety and security at DOE sites—found that
HSS staff raised concerns that the shift in recent years toward a more
collaborative oversight relationship with site management had weakened
HS8S’s effectiveness in providing independent oversight and
enforcement.®

Lwithin DOE's Office of Health, Safety, and Security (HSS), the Office of Independent
QOversight conducts periodic appraisals of the environment, safety, and health programs at
DOFE’s sites to determine if DOE officials and contractors are complying with DOE'’s safety
regutations and directives, During the review that led to our September 2012 report, the
Office of independent Oversight merged with the Office of Enforcement, forming the Office
of Enforcement and Oversight. See GAO, Nuclear Safety: DOE Needs to Determine the
Costs and Benefits of Its Safety Reform Effort GAO-12-347, (Washingtor: D.C.: Apr. 20,
2012).

2*D0OE HSS reports directly to the Secretary of Energy and is independent of DOE
program offices and NNSA, See Dr. Sonja B. Haber, et al. An Independent Evaluation of
Safety Culture at the U.S. Department of Energy Office of Health, Safety and Security—
Headquarters (HSS) (Mar. 29, 2013).

Page 10 GAO-13-767T
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DOE Has Not
Produced Reliable
Enterprise-Wide
Management Data

For more than a decade, we have reported that DOE has not produced
reliable enterprise-wide management data needed to, among other
things, prepare its budget requests, identify the costs of its activities and
ensure the validity of its cost estimates. Some recent examples include:

« InJune 2013, we reported that NNSA's M&O contractors differ in how
they classify and allocate indirect costs at NNSA laboratories.?
Although different approaches are allowed by Cost Accounting
Standards, these differences limit NNSA'’s ability to assess cost data
and meaningfully compare cost management performance across
laboratories, potentially impeding NNSA's efforts to oversee M&O
contractors’ costs. This work built on the report we issued in June
2010,% in which we found that NNSA could not accurately identify the
total costs to operate and maintain weapons facilities and
infrastructure because of differences among contractors’ accounting
practices. We concluded that, without the ability to consistently
identify program costs, NNSA did not have the ability to adequately
justify future presidential budget requests and risked being unable to
identify both the return on investment of planned budget increases
and opportunities for cost savings. As a result, we recommended that
NNSA require M&O contractors report to NNSA annually on the total
cosis (i.e., both direct and indirect costs) to operate and maintain
weapons facilities and infrastructure,

« InJuly 2012, we reported that NNSA did not comply with DOE’s order
that defines budget formulation because the agency believed the
order expired in 2003 and no longer applied to NNSA budget
activities.?” DOE's order on budget formulation outfines the

25GAO, National Nuclear Security Administration: Laboratories' Indirect Cost Management
Has Improved, but Additional Gpportunities Exist, GAD-13-534 (Washington, D.C.: June
28, 2013). M&O confractor costs include both direct costs—costs that can be directly
identified with specific cost objectives such as a program or project—and indirect costs—
costs of activities that cannot be specifically identified with a specific cost objective but
which indirectly support a program, such as management, administrative, and facility
costs.

BGAO, Nuclear Weapons: Actions Needed to Identify Total Costs of Weapaons Complex
Infrastricture and Research and Production Capabifities, GAO-10-582 (Washington, D.C..
June 21, 2010).

27GAQ, Modermizing the Nuclear Security Enterprise: NNSA's Reviews of Budget
Estimates and Decisfons on Resource Trade-offs Need Strengthening, GAC-12-806
{Washington, D.C.: July 31, 2012).
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requirements for the department’s annual budget formulation process,
including that budget requests shall be based on cost estimates that
have been thoroughly reviewed and deemed reasonable. However,
we found that NNSA is guided by its own policy for its planning,
programming, budgeting, and evaluation (PPBE) process and its
associated activities, and found significant deficiencies in NNSA's
implementation of the process. For example, we found that NNSA did
not have a thorough, documented process for assessing the validity of
its budget estimates prior to their inclusion in the President’s budget
submission to Congress, thereby limiting the reliability and credibility
of the budget submission, but rather conducted informal,
undocumented reviews of contractor-submitted budget estimates. In
addition, we found that NNSA’s annual budget validation review
process occurred too late in the budget cycle to inform agency or
congressional budget development or appropriations decisions. As a
result, we made a number of recommendations to DOE and NNSA to
improve the budget review process. The agencies agreed with most of
these recommendations.

« InJanuary 2012, we reported that costs for contractor-provided
support functions at NNSA and DOE Office of Science sites—such as
procuring goods, managing human resources, and maintaining
facilities—were not fully known for fiscal years 2007 through 2011
because DOE changed its data collection approach beginning in 2010
to improve its data and, as a result, did not have complete and
comparable cost data for all years.?® We reported that the data for
fiscal year 2011 were more complete but that changes to DOE’s
definitions for support functions made it difficult to compare costs
across all years. We recommended several actions to streamline
contractor-provided support functions at NNSA and DOE sites. NNSA
and DOE agreed with these recommendations.

In conclusion, while DOE’s management challenges are significant, we
have noted in our recent work areas of progress. We have made
numerous recommendations in our reports to address challenges such as
those identified in this testimony, and DOE has agreed with and

BGAQ, Department of Energy: Additional Opportunities Exist fo Streamline Support
Functions at NNSA and Office of Science Sites, GAO-12-255 (Washington, D.C.: Jan. 31,
2012). DOE's Office of Science has been the nation’s single largest funding source for
basic research in the physical sciences, supporting research in energy sciences,
advanced scientific computing, and other fields.
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implemented most of them. In addition, our work has recognized steps
that DOE has taken to address these challenges ®® For example, in the
most recent update of our high-risk series in February 2013, we narrowed
the focus of the high-risk designation of DOE’s contract management to
EM’s and NNSA's major contracts and projects.*® We did so to
acknowledge progress made in managing EM's and NNSA'’s nonmajor
projects, noting that DOE continued to demonstrate strong commitment
and top leadership support for improving contract and project
management in EM and NNSA. We also noted that DOE had taken steps
to enhance oversight, such as requiring peer reviews and independent
cost estimates for projects with values of more than $100 million, as well
as to improve the accuracy and consistency of data in DOE’s central
repository for project data.

Over the past several years, management challenges such as those
discussed here have prompted some to call for removing NNSA from
DOE and either move it to another department or establish it as an
independent agency. However, as we have previously stated for the
record, it is our view that few, if any, of NNSA’'s management challenges
stem from the organizational relationship between NNSA and DOE.*" As
the new Secretary of Energy considers needed reforms in these areas,
we note that DOE's management of projects and programs, security and
safety, and enterprise-wide data must improve—regardiess of the
department’s structure. We will continue to monitor DOE's implementation
of actions to resolve its long-standing management challenges, including
actions that we have recommended to facilitate the resolution of these
challenges.

2 A list of recent GAQ products assessing DOE’s management efforts Is included at the
end of this statement,

OGAQ0-13-283. In addition, an earlier high-risk update removed DOE's Office of Science
from the scope of our high-risk area to acknowledge progress that office made in
addressing human capital and resource issues and meeting projects' cost and schedule
targets. See GAQ, High-Risk Series: An Update, GAO-09-271 (Washington, D.C.. January
2009).

3TAs we noted in response to questions for the record, a dramatic organizational changs,
such as making NNSA an independent agency, may be disruptive. Currently, DOE
provides NNSA with a large number of services, such as personnel and headquarters
building security, office space, payroll, and information technology. An independent NNSA
would have to devote substantially more effort to create and then maintain these overhead
functions.

Page 13 GAD-13-767T
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Chairman Murphy, Ranking Member DeGette, and Members of the
Subcommittee, this completes my prepared statement. | would be
pleased to respond to any questions you may have at this time.

If you or your staff have any questions about this testimony, please
GAO Contact and contact me at (202) 512-3841 or trimbled@gao.gov. Contact points for
Staff our Office of Congressional Relations and Public Affairs may be found on

the last page of this statement. GAO staff who made key contributions to
ACknOW]edgmentS this testimony are Jonathan Gill, Assistant Director, and Rob Grace,

Nancy Kintner-Meyer, Michefle Munn, Chery! Peterson, Jeff Rueckhaus,
Rebecca Shea, and Kiki Theodoropoulos.
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Selected Recent GAO Products Assessing the
Department of Energy’s Management Efforts

The following is a selection of GAO’s recent work assessing the
Department of Energy’s management efforts.

National Nuclear Securily Administration: Laboratories’ Indirect Cost
Management Has Improved, but Additional Opportunities Exist,
GAO-13-534 (Washington, D.C.: June 28, 2013).

Department of Energy: Observations on Project and Program Cost
Estimating in NNSA and the Office of Environmental Management,
GAO-13-510T (Washington, D.C.: May 8, 2013).

Modernizing the Nuclear Security Enterprise: Observations on DOE's and
NNSA’s Efforts to Enhance Oversight of Security, Safety, and Project and
Contract Management, GAO-13-482T (Washington, D.C.: Mar. 13, 2013).

High-Risk Series: An Update, GAO-13-283 (Washington, D.C.: February
2013).

Recovery Act: Most DOE Cleanup Projects Are Complete, but Project
Management Guidance Could Be Strengthened, GAO-13-23
(Washington, D.C.: Oct. 15, 2012).

Department of Energy: Better Information Needed fo Determine If
Nonmajor Projects Meet Performance Targets, GAO-13-129
(Washington, D.C.. Dec, 19, 2012).

Hanford Waste Treatment Plant: DOE Needs to Take Action fo Resolve
Technical and Management Challenges, GAO-13-38 (Washington, D.C.:
Dec. 19, 2012).

Modernizing the Nuclear Security Enterprise: Observations on the
National Nuclear Security Administration’s Oversight of Safety, Security,
and Project Management, GAO-12-912T (Washington, D.C.: Sept. 12,
2012).

Modernizing the Nuclear Security Enterprise: Observations on the
Organization and Management of the National Nuclear Security
Administration, GAO-12-867T (Washington, D.C.: June 27, 2012).

Modernizing the Nuclear Security Enterprise: NNSA’s Reviews of Budget

Estimates and Decisions on Resource Trade-offs Need Strengthening,
GAO-12-806 (Washington, D.C.: July 31, 2012).
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Selected Recent GAQ Products Assessing the
D of Energy’s Efforts

Spent Nuclear Fuel: Accumulating Quantities at Commercial Reactors
Present Storage and Other Challenges, GAO-12-797 (Washington, D.C.:
Aug. 15, 2012).

Nuclear Safety: DOE Needs to Determine the Costs and Benefits of lts
Safely Reform Effort, GAO-12-347 (Washington, D.C.: Apr. 20, 2012).

Modernizing the Nuclear Security Enterprise: New Plutonium Research
Facility at Los Alamos May Not Meet Alf Mission Needs, GAO-12-337
{Washington, D.C.: Mar. 26, 2012).

Department of Energy: Additional Opportunities Exist to Streamline
Support Functions at NNSA and Office of Science Sites, GAO-12-255
(Washington, D.C.: Jan. 31, 2012).

Nuclear Fuel Cycle Options: DOE Needs to Enhance Flanning for
Technology Assessment and Collaboration with Industry and Other
Countries, GAO-12-70 (Washington, D.C.: Oct. 17, 2011).

High-Risk Series: An Update, GAC-11-278 (Washington, D.C.: February
2011).

Commercial Nuciear Waste: Effects of a Termination of the Yucca
Mountain Repository Program and Lessons Learmned, GAO-11-229
(Washington, D.C.: Apr. 8, 2011).

Nuclear Weapons: National Nuclear Security Administration’s Plans for Its
Uranium Processing Facility Should Better Reflect Funding Estimates and
Technology Readiness, GAO-11-103 (Washington, D.C.: Nov. 19, 2010).

Recovery Act: Most DOE Cleanup Projects Appear to Be Meeting Cost
and Schedule Targets, but Assessing Impact of Spending Remains a
Challenge, GAO-10-784 (Washington, D.C.; July 29, 2010).

Nuclear Weapons: Actions Needed to identify Total Costs of Weapons
Complex Infrastructure and Research and Production Capabilities,
GAO-10-582 (Washington, D.C.: June 21, 2010).

Department of Energy: Actions Needed to Develop High-Quality Cost

Estimates for Construction and Environmental Cleanup Projects,
GAO-10-199 (Washington, D.C.: Jan. 14, 2010}
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Sefected Recent GAO Products Assessing the
of Energy's Efforts

(381514}

Nuclear Weapons: Actions Needed fo Identify Total Costs of Weapons
Complex Infrastructure and Research and Production Capabilities,
GAO-10-582 (Washington, D.C.: June 21, 2010).

Nuclear Waste Management: Key Attributes, Challenges, and Costs for
the Yucca Mountain Repository and Two Potential Alternatives,
GAQ-10-48 (Washington, D.C.: Nov. 4, 2009).

Information Security: Actions Needed fo Better Manage, Profect, and
Sustain Improvements to Los Alamos National Laboratory’s Classified
Computer Network, GA0O-10-28 (Washington, D.C.: Oct. 14, 2009).

Nuclear Security: Better Oversight Needed to Ensure That Security
Improvements at Lawrence Livermore National Laboratory Are Fully
Implemented and Sustained, GAO-09-321 (Washington, D.C.: Mar. 16,
2009).

Nuclear Weapons: NNSA and DOD Need to More Effectively Manage the
Stockpile Life Extension Program, GAO-09-385 (Washington, D.C.: Mar.
2, 2009).

Nuclear and Worker Safety: Actions Needed fo Determine the
Effectiveness of Safety Improvement Efforts at NNSA's Weapons
Laboratories, GAO-08-73 (Washington, D.C.. Oct. 31, 2007).

Nuclear Safety: Department of Energy Needs to Strengthen Its
Independent Oversight of Nuclear Factlities and Operations, GAC-09-61
(Washington, D.C.: Oct. 23, 2008}.

National Nuclear Security Administration: Additional Actions Needed to

Improve Management of the Nation's Nuclear Programs, GAO-07-36
(Washington, D.C.: Jan.19, 2007).

Page 17 GAO-13-767T



50

This is a work of the U.S. government and is not subject to copyright protection in the
United States. The published product may be reproduced and distributed in its entirety
without further permission from GAO. However, because this work may contain
copyrighted images or other material, permission from the copyright holder may be
necessary if you wish to reproduce this material separately




51

GAO’s Mission

The Government Accountability Office, the audit, evaluation, and
investigative arm of Congress, exists to support Congress in meeting its
constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
examines the use of public funds; evaluates federal programs and
policies; and provides analyses, recommendations, and other assistance
to help Congress make informed oversight, policy, and funding decisions.
GAQ's commitment to good government is reflected in its core values of
accountability, integrity, and reliability.

Obtaining Copies of
GAO Reports and
Testimony

The fastest and easiest way to obtain copies of GAO documents at no
cost is through GAO's website (hitp:///mww.gao.gov). Each weekday
afternoon, GAO posts on its website newly released reports, testimony,
and correspondence. To have GAO e-mail you a list of newly posted
products, go to hitp://www.gao.gov and select “E-malil Updates.”

Order by Phone

The price of each GAO publication reflects GAQ’s actual cost of
production and distribution and depends on the number of pages in the
publication and whether the publication is printed in color or black and
white. Pricing and ordering information is posted on GAQO’s website,
hitp:/iwww.gao.gov/ordering.htm.

Place orders by calling (202) 512-6000, {oll free (866) 801-7077, or
TDD (202) 512-2537.

Orders may be paid for using American Express, Discover Card,
MasterCard, Visa, check, or money order. Call for additional information.

Connect with GAO

Connect with GAQO on Facebook, Flickr, Twitter, and YouTube.
Subscribe to our RSS Feeds or E-mail Updates. Listen to our Podcasts.
Visit GAO on the web at www.gao.gov.

To Report Fraud,
Waste, and Abuse in
Federal Programs

Contact:

Website: htip:/iww.gao.gov/fraudnet/fraudnet htm
E-mail: fraudnet@gao.gov
Automated answering system: (800) 424-5454 or (202) 512-7470

Congressional
Relations

Katherine Siggerud, Managing Director, siggerudk@gao.gov, (202) 512-
4400, U.S. Government Accountability Office, 441 G Street NW, Room
7125, Washington, DC 20548

Public Affairs

Chuck Young, Managing Director, youngc1@gao.gov, (202) 512-4800
U.S. Government Accountability Office, 441 G Street NW, Room 7149
Washington, DC 20548

o>
g

Please Print on Recycled Paper.



52

Mr. MUrPHY. Thank you. I will begin questioning here and recog-
nize myself for 5 minutes.

So Mr. Poneman, let me understand your role here. You are Dep-
uty Secretary and therefore the Chief Operating Officer of the De-
partment, and you had a direct role in managing the program exe-
cution and the mission-support functions of the agency and directly
responsible to the Secretary for managing and implementing these
organizational challenges, and you have been doing it for about 4
years. So lots of firsthand experience. So would you explain why
the Under Secretary for Performance and Management will help
improve project management in the Department overall?

Mr. PONEMAN. Yes, sir. I am very excited about this opportunity
precisely because, as you noted, I have been the chief operating of-
ficer, and all of the burden you, yourself, and ranking members
have identified as well as those we have just heard from the other
witnesses show you what we are up against. We had frankly impro-
vised an Associate Deputy Secretary in the first term to try to en-
hance our capacity to tackle these problems, recognizing the full
weight of the problems and, frankly, having the leadership of Sec-
retary Moniz from his earlier experience at the Department as
Under Secretary, including his more recent experience writing very
thoughtfully about how to organize the Department better to tackle
these challenges as a member of the President’s Council of Advisors
on Science and Technology.

It was clear that the opportunity presented by taking one of the
available Under Secretary positions in the Department and having
that individual, an individual of authority and in whom the Sec-
retary and myself could propose confidence to work full time on
these problems was absolutely critical to getting our arms around
this very daunting agenda.

Mr. MurpHY. I appreciate the level of what you are facing here
too, and so how would we be able to measure progress, and are you
setting some performance baselines?

Mr. PONEMAN. So it would depend on the precise mission area.
There are some, Mr. Chairman, across-the-board kinds of metrics
that we can apply, and let me just start from the outset and re-
sponding also to the ranking member’s comment, this aspect of
metrics and cost estimation and measurement of performance is
absolutely critical to our successful. If you don’t measure it, you
don’t manage it.

But let me just take the largest example, these very large, com-
plex capital projects. We have to have a system of evaluation to
measure continuously whether we are on or off budget, whether we
are on or off schedule, and, at the same time, to measure whether
we are on or off meeting the spec of the project itself. That is to
say, it is not enough to have a project being on schedule and on
budget if it doesn’t do the job, and Mr. Trimble alluded to this pe-
ripherally in his comments. So we have to make sure that we take
the orders that are in place in terms of cost estimation under Order
413-B and actually measure it and have them upload it into our
business management systems that we put into our quarterly re-
views of the business quarterly reviewed by the Government Per-
formance and Requirements Act, and that is a start on how we are
going to measure our performance.
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Mr. MURPHY. Thank you. Two other quick questions I want to
get into in terms of lessons learned and remanaging things. Other
the past 3 years, this committee has dealt with a number of
cases—Solyndra, Fiscar, A123—where the loan or grant assess-
ments just turned out to be plain wrong, and we have had a num-
ber of people before this committee talking about this. You had a
policy interest to push these out, but the data, as it turns out, just
didn’t add up for this. So how will the management changes ensure
that decisions are made based on sound analysis moving forward?

Mr. PONEMAN. Well, first, Mr. Chairman, let me note that the
portfolio as a whole, which has been very thoroughly reviewed by
many including by the late Mr. Herb Allison, is actually performing
quite well. We have the largest wind farm in the world operating
quite well, the largest photovoltaic plant operating quite well. Tesla
has repaid its loan 9 years early. We do the best due diligence we
can. These programs are intended to promote innovation, and un-
fortunately, not every case works out. That having been said, we
have done a number of things recommended by Mr. Allison and we
have brought new leadership and new staffing inside the Loan Pro-
gram Office to make sure that, again, we have a very strong ability
to monitor the existing portfolio, that we have a new risk officer
set up to look precisely at the questions of risk that you are ad-
dressing, and that we have a much more open and transparent set
of data flowing up from the program office to the Secretary and the
Deputy Secretary.

Mr. MuURrPHY. I appreciate that. It is something we will be watch-
ing. A lot of data was there before. We just thought a lot of it was
also ignored. Multiple departments are saying the Solyndra loan
wasn’t a good idea. So it isn’t just a matter of having the data but
making sure you have a system in place to have honest reassess-
ments of that.

One other quick question in my time. In your testimony you said
that President laid out a commonsense plan to reduce the effects
of climate change by cutting dangerous carbon pollution, as you put
it, increasing the production of clean energy and doubling down on
energy efficiency. I noticed the Department released a new rule for
microwave oven efficiencies and included a calculation for the so-
cial cost of carbon, and I would like to know if the agency consid-
ered doing a formal notice and comment to the microwave rule be-
fore using this figure. Did anyone in your office participate in any
discussions about this social cost of carbon before using it in the
DOE microwave rule, and can you please submit to us emails and
documents to help us understand why that was done.

Mr. PONEMAN. Mr. Chairman, I was present for some discussion
of social costs of carbon. I was not—I would have to get back to you
with details on how it related to that particular rule.

Mr. MURPHY. That is something this committee is going to want
to review in an open and scientific way.

Mr. PONEMAN. We would be very happy to supply that.

Mr. MURPHY. I see my time is expired. Now we will go to Ms.
Castor for 5 minutes.

Ms. CASTOR. Thank you, Chairman Murphy.

It is very important and a positive sign that the Department of
Energy has taken action where with the reorganization to address
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the persistent flaws in management and oversight of the Depart-
ment of Energy. We have seen that in many cases there is duplica-
tive activity and unnecessary expenditures because of lack of co-
ordination effective oversight of contractors, and DOE has been fac-
ing these problems for years, and your predecessors in multiple Ad-
ministrations from both political parties have made little headway.
So is this new Under Secretary of Management and Performance
a sign that the Department of Energy has learned the lessons of
the past?

Mr. PONEMAN. Congresswoman, we are always seeking to learn
lessons from the past. I personally am learning lessons every single
day, and our management principles require us to do that.

Ms. CASTOR. What makes it different this time after decades?

Mr. PONEMAN. Well, if I may suggest a couple of things, Con-
gresswoman. Number one, both Secretary Moniz and, as the chair-
man alluded, I have been working on this for some period of time
so we understand from having witnessed firsthand some of the very
problems that you all have describe, what has caused some of those
problems. We believe that the structure the Secretary has designed
here is well suited to given us the capacity to do better in achieving
these results, and I would actually echo Mr. Trimble’s comments.
The test here isn’t, can we impose a new bureaucrat structure on
the building. The question, can we sustain it? The results, in our
judgment, will be the proof in the pudding. If we can in this reorga-
nization, which we think suits the problems well, start to deliver
those kinds of results this committee and our Department want to
see, that will take root in the Department and the people, the pro-
fessionals will

Ms. CASTOR. Give us a specific example, something the IG or
GAO has highlighted that you think or you can show early signs
in progress.

Mr. PONEMAN. I will give you one very specific example. Many
of you have alluded to the fact that since 1990 we have been on
a high-risk list. The GAO has given us five specific taskings on
what it takes to get out from under the high-risk list. The Office
of Science got out in 2009. I will tell you, Congresswoman, we were
very gratified that the projects up to $750 million came out from
under? Why did that happen? Because they at GAO said what you
need to do is break down very big projects to chunkable sizes that
can be managed more effectively. That is simply one example of
many I could cite of where we have taken the advice from the
GAO, applied it and actually obtained a much better result in
terms of projects coming in on budget and on time.

Ms. CASTOR. And Mr. Friedman, I know you agree that the con-
tractor workforce needs more vigorous oversight at the Department
of Energy, correct?

Mr. FrRIEDMAN. I do.

Ms. CASTOR. You have stated that again and again. What rec-
ommendations—highlight your most important recommendations
from the IG’s office to ensure that DOE contractors are meeting
their performance standards.

Mr. FRIEDMAN. Well, I think the Deputy Secretary referred to it
and others have as well, and that is the question of sustainability.
I think it is an excellent point. I have been around long enough,
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Ms. Castor, unfortunately in a sense to have seen the Department
through valleys and mountaintops for years, and invariably a fix is
imposed or attempted but it loses power after a period of time. We
get lethargic, or the Department gets lethargic. So sustainability,
it seems to me, in that process is key. So if the reforms the Deputy
Secretary has described, if they address the problem, if we sustain
therg going forward, we really will have moved the Department for-
ward.

Ms. CASTOR. In your testimony, you noted that contractor weak-
nesses were not effectively communicated to senior management of-
ficials. Do you believe that the new Under Secretary for Manage-
ment and Performance could help strengthen the lines of commu-
nication?

Mr. FRIEDMAN. I hope that is the case, and it is more than just
the mere establishment of the Under Secretary’s position, which I
think is an interesting concept and I think has great possibilities.
It has to permeate the entire organization, that people at all levels
in the field, in headquarters feel that they can surface problems to
the Department’s leadership in a way that, number one, of course,
they won’t feel they will be subjected to retaliation, but more im-
portantly, that they can see meaningful steps taken in response to
that information to try to address the underlying root causes of the
problems.

Ms. CASTOR. Thank you.

Mr. Trimble, GAO has reported that DOE’s contractor assurance
systems are producing inconsistent results across the agency. Can
you elaborate on this finding, and what are the ramifications of
these inconsistencies and how can DOE improve?

Mr. TRIMBLE. Well, I think the cost overruns and schedule delays
are indicative of that. I think what we have seen in our ongoing
work looking at MOX and UPF is, some concerns where there are—
the information system being reported to the government, there are
red lights on the dashboard indicating problems, and the key ques-
tion we are getting at is, what is being done when those lights go
off and are people recognizing them and are they taking action and
is the action effective. And so again, it is sort of the proof-in-the-
pudding argument. It is, you can establish systems but then do you
have processes to act on the information you get and does the orga-
nization support that. There is a parallel here between, I think, be-
tween the problems we have seen on the security side where the
culture has been highlighted where you can have rules, but if the
organization and culture is not to abide by the rules, things don’t
happen. There is that same challenge here on cost and schedule
management. You can have processes and organizations but every-
one has to walk the talk for it to work, and that is sort of where
the, you know, again a part of the challenge facing the Department
is going to lie.

Mr. MurPHY. Thank you. The gentlelady’s time is expired. I will
recognize the vice chairman, Dr. Burgess, for 5 minutes.

Mr. BURGESS. Mr. Trimble and Inspector Friedman, let us follow
up on that about walking the talk a little bit. How do you know,
Inspector Friedman, that stuff is going to get reported in the man-
agement plan you are proposing that now there is greater flexi-
bility and freedom for people to report problems that are identified?
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Mr. FRIEDMAN. Dr. Burgess, I am not instituting—I don’t man-
age the Department obviously, and I am not instituting the new
process; the Deputy Secretary and the Secretary are. But I think
I understand your question. I think the test will be if the very core
issues that we are talking about here and the reason that you are
holding—one of the reasons that you are holding this hearing, if
those issues are addressed through an open line of communication
and we can demonstrate that the communications are working, we
reduce the number of complaints we get from employees who say
that their concerns are not being addressed. We can gauge that
quite effectively as to whether the process is working.

Mr. BURGESS. And so from that, do you have confidence that the
process is working?

Mr. FRIEDMAN. At this point, I don’t have that confidence. If we
reconvene at some point in the future, if we have time to see the
new system in place and take a look at it and evaluate it, I will
be more than happy to come back and give you my review.

Mr. BURGESS. Well, I suspect we will. You know, you have been
kind to be with us every times and I suspect that we will have an
opportunity to talk.

Secretary Poneman, can you address that?

Mr. PONEMAN. Yes, sir. It is a work in progress. We actually
measure it quite regularly. We have self-evaluations. We have
third parties come in, and they evaluate. I personally have spent
hours and hours speaking to 4,000 people out at Hanford making
sure people understand there can be no retaliation for people com-
ing forward expressing their concerns. We had an—I put out quar-
terly a notice saying anyone who has a differing professional opin-
ion can be heard, and we actually had the experience of a differing
professional opinion be sustained as we reviewed it. There is never
grounds for complacency. As others have said, it is a cultural issue.
We have to keep working at it. We will never be perfect but we are
trying to improve it at a cultural level, at an institutional level,
and we are trying to measure it on a periodic basis. You made the
very good point in your opening statement, we have to measure
these things or we are not going to know if we are doing better.

Mr. BURGESS. Yes. A chance to measure is a chance to cure.

Mr. PONEMAN. Your point about the diagnosis is critical, by.

Mr. BURGESS. Well, just as far as developing that culture of ac-
countability within the Department, how do you feel that that is
going? I don’t get the impression from Mr. Trimble that is quite
where it needs to be but where do you think?

Mr. PONEMAN. I think, Congressman, there too it is a work in
process. Actually, the sunshine of some of the things the President
has required in terms of disclosure of our results on the Internet
I think is a very powerful tool. As has been noted by many mem-
bers of this committee, much of work is performed by contractors.
They are indeed sensitive to how their work is evaluated and how
that is disclosed. Again, I think we have improved.

One critical thing I would like to note, Congressman, is, we have
made it a policy of the Department to align the taxpayer incentives
and interest with those of the contractors so we cannot get into a
situation in which a contractor can do well and the taxpayer do
poorly.
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Mr. BURGESS. Let me ask you a question about that, because ob-
viously there is a lapse. They involve scientists, and you want your
scientists to do your best work, and how do you ensure that that
is deliverable for the President and the Congress and the taxpayer
does not get in the way of delivering on the scientific product re-
quired?

Mr. PONEMAN. You have just put your finger on an absolutely
critical factor. People sometimes lose sight of the fact that these
labs have produced the most awesome intellectual property in his-
tory beginning with the weapon that won World War II. The last
thing we want to do is to stifle that creativity. So what we need
to do is give these people the tools and the authority to get their
work done, but we have to have in exchange transparency into
what they are doing because we are the owners on behalf of the
taxpayer to have the transparency to hold them accountable to the
results that we expect from them.

Mr. BURGESS. And since you brought up Los Alamos, I took a
visit out there in 2005. It was a long time ago. And their security
detail, they apparently have been tested and found wanting at
some point in the past. They were fairly sensitive about it and
demonstrated that sensitivity to me with what they were able to
do, which is why we had the hearing on Y-12, I didn’t understand
how those people could be in the audience that day. I thought they
should be interred in someplace because of the response of the se-
curity team when you wander into the kill zone. You don’t ask
questions; you take them out. So what am I missing on that?

Mr. PONEMAN. Congressman, you are not missing a thing. We
discussed this before. That was an unforgivable breach. The cam-
eras were out. The guards were not responding properly. We have
taken all of the immediate steps that we could including aligning
the security force subcontract under the management and oper-
ations contract including removing the responsible individuals, but
we are continuing, as I said earlier, to look at the broader systemic
changes that we need to do to make sure, per Mr. Trimble, that
these changes that we have started are sustained.

Mr. BURGESS. Would you give advice to the protesting public to
not try this again?

Mr. PONEMAN. Yes, I surely would, because what was a very ter-
rible, terrible episode could have been tragic with loss-of-life con-
sequences.

Mr. BURGESS. Yes, it could. Thank you, Mr. Chairman. I will
yield back.

Mr. MurpHY. Thank you. Mr. Lujan for 5 minutes.

Mr. LuJAN. Mr. Chairman, thank you very much, and thank you
and to the ranking member for calling this important hearing.

Mr. Poneman, could you help me understand how the reorganiza-
tion is going to help with management of the national labs? There
are a number of new entities concerning the labs that have dif-
ferent responsibilities and reporting chains. These include the Na-
tional Lab Operations Board, which reports to the new Under Sec-
retary of Management and Performance, the National Lab Policy
Council reporting to the Secretary, in addition to the Under Sec-
retary for Science and Energy has primary responsibility for many
labs while the Under Secretary for Nuclear Security has responsi-
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bility for the rest. Is this going to result in more inspections and
transactional oversight at the labs or less but more effective inspec-
tions and oversight, as a number of experts have called for?

Mr. PONEMAN. Congressman, I don’t think we will—the metric
won’t be number of inspections per se but rather the results which
will endeavor to measure, but let me try to make sense of what
sounded a bit intensive in terms of the kind of oversight from your
comment.

The National Laboratory Council is absolutely critical to the
point Dr. Burgess just raised. We need to make sure that we get
together with all the lab directors, the fountainhead of our innova-
tion, and think through what are we trying to do as a Nation in
support of the President. The very first meeting that Secretary
Moniz had out of town in a rare time we traveled together was to
Oak Ridge to meet with all of them. That is a big thing, what we
are trying to do. The lab operations board that will report to this
new Under Secretary will deal with all of those issues like real es-
tate and IT purchases and cybersecurity that will enable the smart
scientists to do the innovative work. So actually, it is a much more
operational hands-on thing. I don’t think you are going to find it
a cluttered system in practice, but we would be very happy to stay
in touch with you as we roll it forward.

Mr. LuJgan. That is what I am hoping, that we don’t have a clut-
tered system, that there is not just layers and layers that are put
on top of each other but that we do follow many of the suggestions
that have been put forth. That way is effective, that the time that
is used to be able to go in and look is effective and we are able to
identify things. Do you foresee any structural changes to NNSA be-
sides moving Environmental Management from NNSA to the
Under Secretary for Management and Performance?

Mr. PONEMAN. Congressman, I will make two comments. Number
one, as I have alluded to, we have received further thoughtful input
from a number of wise people including some of whom I think have
visited with this committee on structural changes to enhance our
security, our physical security, especially for category I nuclear ma-
terials, and we are actually, even as we speak, having people look
deeply at that so Secretary Moniz can make some decisions in the
near term. That said, as you well know, there is a congressional
mandated panel that has been empowered to look at these govern-
ance issues, and as they continue their work, we will of course be
in touch with them and look forward to hearing what their results
are and seeing what further actions, if any, are required.

Mr. LuJaN. Under the reorganization, the technology transfer co-
ordinator would be put within the Office of the Under Secretary for
Science and Energy. While this Under Secretary does have respon-
sibility for most of the labs and basic and applied science programs
at the Department, it does not include the NNSA laboratories.
What will be done to ensure that tech transfer coordinator will be
able to coordinate technology transfer activities across the entire
Department, which spans two Under Secretaries and will not pre-
vent the NNSA laboratories from participating?

Mr. PONEMAN. Congressman, the entire thrust of the reorganiza-
tion has been to put stronger leadership at the top, precisely so
that we can enhance our ability to catch these cross-cutting issues.
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I can tell you because we have already been doing it, this is the
practice that we have already engaged in, and one example which
would apply equally when we get the new tech transfer coordinator
is cybersecurity. We have cybersecurity all across all portfolios of
the Department, and we have now constituted the Cybersecurity
Council to make sure that we get that kind of cross cut, that we
don’t miss a bet in terms of getting the tech transfer. Some of the
innovation out of the national labs could be very, very important
in the science and energy portfolio.

Mr. LuJgaN. I am certainly hopeful that there won’t be more bur-
densome restrictions put on the NNSA laboratories versus the
other labs when it comes to tech transfer, so I am encouraged by
that, Mr. Poneman.

Mr. Friedman, there was an incident in which in New Mexico
you identified a contractor that was overpaid. You brought it to the
attention, based on a request from NNSA, where minimum require-
ments have to be met by contractors in order for these contractors
to get paid. Can you talk about that and what we can do to prevent
that from happening in the future?

Mr. FRIEDMAN. Well, one of the problems we have, Mr. Lujan,
DOE has an incredible structure of prime contracts and a signifi-
cant subtext of that is the subcontractors and secondary and ter-
tiary subcontractors that it has. One of the responsibilities of the
prime contractors is in fact to make sure that the subcontractors
are responding appropriately, that are paid appropriately, and the
taxpayers are treated fairly in this process. One of the promising
things that we have seen is a number of referrals from prime con-
tractors including those in New Mexico, if I might, of cases where
they believe the subcontractors have not acted appropriately in one
way or other. So we take those cases very seriously, and a lot of
our work is done with the subcontractors to the prime contractors,
that is the national labs in the case of New Mexico.

Mr. LuJaN. I appreciate that. And Mr. Chairman, this may be an
area where the committee as a whole, that we can try to get all
of the additional information or whatever has not been released
thus far in regards to this instance and maybe some others so that
we can see if there is going to be any additional information re-
leased on this matter or whatever has not been public. So I appre-
ciate that, Mr. Chairman, and look forward to working with you
and the committee on this.

Thank you again for the responses.

Mr. BURGESS [presiding]. I acknowledge the gentleman’s com-
ments and now recognize the gentleman from Virginia, Mr. Grif-
fith, 5 minutes for questions, please.

Mr. GRIFFITH. Thank you very much, Mr. Chairman.

The other chairman asked some questions that raised some
issues for me that I hadn’t really planned on getting into today, but
I guess this is as good time as any.

When you talk about trying to, you know, reorganize and make
things more efficient, are you just rearranging the deck chairs or
are we actually having some personnel changes? And let me tell
you what I am referencing in specifics. I have always been both-
ered by the Solyndra situation, and the response, as yours was
today, is, you know, we try to do what we can and our due dili-
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gence, etc. And I accept that notwithstanding the fact, as the per-
manent chairman said of this subcommittee, but there were warn-
ing signs out there. I have always been concerned with the subordi-
nation issue and the fact that to me, in my opinion, it was horren-
dous legal advice. I really don’t think it was well done, and I am
wondering if that department is also being reorganized in any way
to try to make sure that when Congress says that money is not to
be subordinated, that that doesn’t mean you can do a loan at 11
and subordinate at 12 because you didn’t do it at the time of the
closing, and that was basically what we heard in that investigation.
Can you answer that for me?

Mr. PONEMAN. Let me offer a couple of comments, Congressman.
First of all, in terms of your appropriate question of the structural
changes, we didn’t start with this reorganization; we started, of
course, with the Allison report. As you saw, he said the health of
the portfolio was strong. That said, he had a number of very impor-
tant practical suggestions in terms of transparency, accountability,
customer service, portfolio management, and many of those have
been implemented, point one. Point two, that included making sure
we had very highly capable people in the positions. Point three, a
lot of those people are very much focused on portfolio management,
and there is a brand-new leader of the Loan Program Office, and
finally, in this reorganization, Secretary Moniz wants to make sure
that the Credit Review Board itself, which sits above the Credit
Committee, is strengthened so that we will have the ability in the
normal kind of boardroom fashion of doing due diligence on trans-
actions to make sure we bring those kinds of disciplines to bear.

Mr. GRIFFITH. One of my concerns there was, it appeared that
the legal counsel that was being given was seeing—and this is my
interpretation, nobody ever said this—saw itself as trying to come
up with a legal opinion to justify what the Department of Energy
wanted to do as opposed to protecting the American taxpayers, and
I would hope that the legal department would see as a part of their
duty at the very least is to make sure that what they are doing is
lawful because the laws that Congress pass are intended to protect
American taxpayers, and the decision to subordinate cost $170 mil-
lion to the American taxpayers.

Mr. PONEMAN. Congressman, I would have to dig back into the
details. I would just say my recollection of the legal advice received
at the time was there was a higher chance of a higher recovery
from a going concern than from a fire sale, and the question at the
time that it was presented was whether subordination would meet
the statutory requirement that the Secretary was obliged to seek
the maximum recovery for the taxpayer. But we can obviously fol-
low up on that.

Mr. GRIFFITH. And I would like you to follow up on what has
happened because while I think that may have been the party line,
so to speak, when you looked it, the rules that were required to fol-
low and make that decision, even though subordination was not
lawful, the following rules in other situations to do that were also
not followed, so it was just a big mess and it cost the taxpayers
a lot of money.

Inspector General, in that same regard, at the time I asked some
questions that you were unable to answer for me because the inves-
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tigation had not yet been completed. I am not asking you to answer
questions that you can’t and probably use another day to get into
that, but has that investigation been completed on the internal
workings at the Department of Energy in regard to the subordina-
tion issue?

Mr. FREIDMAN. Mr. Griffith, both the Justice Department and
our office are prepared to say that there is an active investigation,
criminal investigation ongoing, and as much as I would love to be
able to answer your question, and I truly would

Mr. GRIFFITH. I just wanted to know if it was still ongoing. I ap-
preciate that. Thank you very much.

Back to you, Deputy Secretary. As a part of this, another issue
has been brought to my attention, and I am not going to tell you
I am well versed in it, but it does concern me, and that relates to
the National Nuclear Security Administration and the National Se-
curity Complex and Pantex plant management contracts, and in
that process, GAO has said that there was an upheld—they upheld
a procurement protest. My concern on that is, is that apparently,
according to a press report that has been brought to me, in three
instances, the source selection authority at the 11th hour changed
some of the criteria, and I know there are all these big companies
jockeying for position, but at the 11th hour three matters were
changed, and that changed who got the contract. On its face, that
doesn’t smell right to me. Are you all looking into that matter and
trying to make sure those things don’t happen?

Mr. PONEMAN. Congressman, precisely because if I understand
which procurement you are talking about, it is still open and we
are still working on it. I cannot comment on what we are doing,
but obviously we do everything possible to make sure that we hew
to alll of the requirements, statutory, regulatory and ethical, that
apply.

Mr. GrIFrFITH. Well, you can understand my concern. When rules
are changed at the last minute, it is hard for people to honestly
compete.

Mr. BURGESS. The gentleman’s time has expired. We will go to
the gentleman from Texas, Mr. Green, 5 minutes for your ques-
tions, please.

Mr. GREEN. Thank you, Mr. Chairman.

In today’s testimony from the GAO and the Inspector General,
we have heard how many instances of significant cost increases for
major environmental management and nuclear programs, cases
where actual contract costs far exceeded the original cost estimates.
This is a problem we need to solve in order for the DOE and Con-
gress to make informed decisions about allocating resources. We
must have accurate and reliable information.

Mr. Trimble, can you give us some examples of how inaccurate
cost estimates impact the agency’s ability to function efficiently and
effectively?

Mr. TRIMBLE. Sure. Aside from the examples I gave in my testi-
mony, you know, the obvious ones—MOX, WTP, UPF—you have
other issues involving, say, projects, for example, the Pit dis-
assembly building, which entered design. It was supposed to be an
adjunct to the MOX facility, $730 million spent before it was can-
celed. I think what is interesting about these cases is that in all
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of them, at the very beginning, the critical decision point one, there
is no requirement currently for an independent cost estimate. So
DOE can start a project and go a long time before it hits the deci-
sion point two requirement where you actually have an inde-
pendent cost estimate requirement. But we have already spent tens
if not hundreds of millions of dollars on these projects. So you start
on a path. The control weakness hits you early. You spent a lot of
money and it takes a long time before you are in a position to rec-
tify that.

Mr. GREEN. What are the reasons we have seen so many cost in-
creases in the past, and how can DOE do a better job of producing
cost estimates that are accurate?

Mr. TRIMBLE. Well, in the past we have recommended that at
CD-1, the decision point early in the process, that there an inde-
pendent cost estimate. We have had past recommendations, for ex-
ample, to have a cost estimating policy. Right there is guidance but
there is not a policy. The Department had guidance. We first re-
ported on this issue in 1983. In the mid-1980s, they instituted a
policy. They rescinded the policy around 1995. They put guidance
into their processes but there is no cost policy which would then
tell contractors, hey, you are coming up with an estimate for this
project, these are—this is how you are going to do the estimate or
these are the rules I want to see, what are the marks you have to
hit to give me a quality estimate. Right now we don’t have that.
iI‘here 1s guidance that creates looseness in the system and prob-
ems.

Mr. GREEN. Deputy Secretary, obviously DOE is not the only
Federal agency that has trouble with cost estimates. What steps
has DOE taken to improve the reliability and uniformity of its cost
estimates?

Mr. PONEMAN. A couple things, Mr. Chairman. I think it is very
important to point out a clarification here. Under our directive
413-B, which applies to the big capital projects, for the first time
we insisted that each of these main gates of identifying the mis-
sion, picking the main technology and so forth that we do have cost
estimation. There are different terms of art of what you call it, but
one of the reasons, frankly, sir, why we have gotten in trouble is
because people have said, oh, this is too early in the project, you
can’t tell anything at this point, to which I say, you know, if you
are going to St. Louis or Mars, you should be able to give me the
right number of zeros, OK. So we actually have tried, and I invite
you to look at 413-B and we will have your staff briefed on it. That
tries to get at exactly the problem that Mr. Trimble has identified
in response to your question.

Also, it is not only a question of having the requirements in there
but a question of having the metrics, and so instead of requiring
a constant manual uploading of data from the contractor to the
Federal oversight and so on, we are trying to, through what we call
the PARS software system, make sure that the very same data that
is entered by the contractor is transparent from, as we say, from
stem to stern and that we have got real-time accurate data on what
is happening on the ground because the real problem enters into
it, sir, when we get a gap in the reporting of what is happening
on the ground and when it comes to our attention.
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Mr. GREEN. Mr. Trimble, do you think that is progress, and is
it the solution to the issue identified?

Mr. TRIMBLE. Well, I think we may disagree a little bit on how
robust the 413 requirements are at CD-1, and I think that that
would be a great question for the record, and we can give you a
more robust answer on that.

b 1\/{{1". GREEN. I appreciate that. Thank you, Mr. Chairman. I yield
ack.

Mr. BURGESS. The gentleman yields back his time. The chair rec-
ognizes the gentleman from Texas, Mr. Olson, 5 minutes for ques-
tions, please.

Mr. OLsoON. I thank the chair, and good morning to our wit-
nesses. This is not news, gentlemen, but one of my responsibilities
under the Constitution of the United States is to provide oversight
on behalf of the people of Texas 22 of the Executive Branch agen-
cies and oversight of the Department of Energy. The Department’s
budget remains in the tens of billions of dollars. It covers topics as
diverse as financial support for emerging solar power technologies
to safeguarding technology responsible for the most potent weapons
mankind has ever created. Guaranteeing commonsense execution of
DOE’s mission is not just needed to protect taxpayer dollars, it is
needed for national security. There have been problems in the past
but with the new Secretary and a new organizational structure, I
see this hearing as the first step to prevent problems in the future.

And my first question is for you, Mr. Friedman—I am sorry. This
is for you, Secretary Poneman. In Inspector General Friedman’s
testimony, he laid out a number of suggestions that he recommends
as solutions to some of DOE’s problems, specific ideas from reduc-
ing duplication at NNSA to reevaluating security. And many of
these sound like excellent suggestions but they are similar to sug-
gestions from 2012. My question, sir, is, what is the process at
DOE for considering suggestions that the Inspector General
makes? What keeps them from being heard but ignored?

Mr. PONEMAN. Congressman, with all due respect, they are heard
but they are very, very closely heeded to, and under the Inspector
General Act, if my memory serves me, of 1978. This is an abso-
lutely critical function in the Department. I would be the first to
tell you that in an organization, as you say, about a $25 billion
budget, 115,000, 110,000 people working, we have a lot, a lot of
problems, and one of our critical tools is the Inspector General re-
ports. They come in, they get seen at the highest levels by the Sec-
retary and myself, and we take them very, very seriously. We have
not, and I suspect we never will, hit 100 percent in terms of exe-
cuting against all of the ideas that come in, and in fact, sometimes
we have responses and we have different approaches and so forth.
But I cannot exaggerate—it is an invaluable tool, and we will con-
tinue to use it to enhance our performance.

Mr. OLsON. Thank you, sir. And I am a Texan, so I am not look-
ing to provoke a little battle here, but Mr. Friedman, I would ap-
preciate your comments on the issue as well.

Mr. FRIEDMAN. I couldn’t have posed the question better if I had
been sitting where you are sitting and you were sitting where I
was sitting, Mr. Olson.

Mr. OLsON. You don’t want my seat, trust me.
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Mr. FRIEDMAN. The Deputy Secretary, I have known him for a
number of years, and he has been extremely responsive to our re-
ports, and the way he has described it is absolutely accurate. I said
in my testimony that the five recommendations for cost savings
that we have enunciated in 2 years sequentially are politically
challenging, they are highly controversial and very difficult for any-
one to grasp, get their hands around and really implement. So I am
a realist, and I understand that while I hope they’re considered
and I hope they receive serious thought, I anticipate that imple-
mentation if it ever is to happen is going to take some time.

Mr. OLSON. Well, we need to correct these problems, as I men-
tioned. Some of these issues are very important to our national se-
curity and our country.

One further question for you, Secretary Poneman. You and Sec-
retary Moniz held a DOE town hall, a forum that showcased some
of your new organizational changes. There are two points that were
discussed that were better communication and improving DOE’s
“tooth to tail ratio.” Reducing redundancy and streamlining your
work are both noble goals. However, it seems to me that there have
been long questions about this broader philosophical approach that
has been taken in running this Department. How far will this reor-
ganization move DOE forward in improving mission execution?
What are some of the next steps that are being considered?

Mr. PoNEMAN. Well, Congressman, it was just announced here a
week or so ago, so it is still in early stages. The first thing we have
to do is to make sure that we have got the people encumbering
these new positions that will have the capacity to achieve these
outcomes—point one. Point two, some of the things we have al-
ready started, and the first thing I will just note because we
haven’t had the meeting, I chair the Cybersecurity Council, which
is crossing cutting. Secretary Moniz himself just attended ex officio
to show his commitment to this cross-cutting effort. We have got
to get better in terms of various IT systems that they can talk to
each other so that they can be robust in making sure that our most
secret secrets that have you said are our sacred obligation to pro-
tect are fully protected. It is going to be a work in progress, and
we welcome—I sincerely mean this—we warmly welcome the over-
sight of this committee to make sure that we stay on track.

Mr. OLsoON. Thank you. I have run out of time, but what a great
comment about the Secretary. Being a military officer, one thing
the leader can do is get involved with the troops and show them
he cares, and it sounds like he is doing that.

I yield back the balance of my time.

Mr. MurpPHY. Thank you. I now recognize the gentleman from
New York, Mr. Tonko, for 5 minutes.

Mr. ToNKO. Thank you, Mr. Chair.

For the first time, GAO earlier this included climate change in
its high-risk list. GAO recognized the reality of climate change and
found that the Federal Government is not well positioned to ad-
dress the fiscal exposures presented by climate change. I would like
to hear from GAO about the risk of inaction and how the Federal
Government can respond to this given threat.

Mr. Trimble, why did GAO decide to include better management
of climate risk on its high-risk list this year?
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Mr. TRIMBLE. The addition of climate change, it is really—the
way we phrased that is the adaptation of response to climate
change from a Federal perspective, and the rationale on that is
really just looking at the potential Federal exposure to the poten-
tial liabilities that are associated with extreme climate events.
Those changes run from sort of being the insurer of last resort.
They involve being a significant landlord of large Federal assets
such as NASA facilities, DOE facilities, and they also involve sort
of agricultural and Federal lands issues. So when you look at sort
of the portfolio, sort of chits or pieces that we have in the game,
all of those areas have potential implications. Changing climate
has a potential implication for all those in terms of the Federal
Government’s exposure to liabilities.

Mr. TONKO. And you noted in the high-risk report that climate
change adaptation is a risk mitigation strategy to help protect vul-
nerable communities. If we fail to do things like raise a river or
coastal dykes or build higher bridges, what kind of adverse impacts
might be experienced?

Mr. TRIMBLE. Well, absolutely, and I think that is what is inter-
esting about this. If you look at some of the experiences with the
recent extreme weather events, there are some very simple engi-
neering changes that could have been built in. A lot of the associ-
ated costs and economic repercussions of those events would have
been mitigated. So for example, how you attach a bridge to its
moorings, the height of the bridge, in terms of insurance exposure
of homes, do you have a backflow check valve. There are many,
many simple things that are sort of low cost that can help mitigate
that exposure. So that is part of the adaptation focus.

Mr. ToNkO. You know, I had witnessed in my district a couple
of years ago Irene and Lee, and the exponentially increased volume
of water flowing through some of the creek beds, and so as we dis-
place this infrastructure with the ravages of Mother Nature, it be-
came imperative, I believe, for government to build back intel-
ligently, effectively, and to build the same stretch, same span or
same height on a bridge would just be wasted money. So it is inter-
esting to hear you say that.

What recommendations do you have for us to address the high
risk of climate change?

Mr. TRIMBLE. With that, I may have exhausted my knowledge.
I know we have several reports dealing with adaptation to climate
change, and I know we have made recommendations to the Admin-
istration on coordinating Federal response to climate change sort
of at the Executive Office of the President level, to coordinate poli-
cies for each agency. I know there has been a lot of action in that
regard.

Mr. MURPHY. Is your mic on?

Mr. ToNKO. Under Secretary, growing threats of climate change,
critical government infrastructure could be at risk. What is DOE
doing or what does it hope to do to protect critical infrastructure
and more generally to mitigate the effects of climate change?

Mr. PONEMAN. This is a huge challenge, Congressman. We are
working on it not only in terms of our own enterprise, but we are,
as you know, responsible as the sector-specific agency for homeland
protection for protecting the electric grid, the natural gas pipeline
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system and so forth. We have been from the first day of—actually
from before Hurricane Sandy striking at the center of the Federal
effort working very closely with FEMA and with the President to
make sure that we are taking those steps first on the mitigation
side so that we can reduce the risks of these raging storms and
floods the President has alluded to, but also we are working in
terms of the area of New York and New dJersey reconstruction,
smart grid, distributed generation, micro grids so that you can
have a self-healing grid in the case of a devastating storm so that
the critical places like hospitals and gas stations and places like
that actually are able to respond better.

It would be hard for me to exaggerate, sir, the amount of time
and effort that this is taking. It is a much larger chunk of our ef-
fort in the Department that in the past, precisely because the prob-
lem has become so much greater.

Mr. ToNkO. All right. The ounce of prevention here could be a
pound of cure when you look at the comeback and disaster aid
monies that are required not only to restore and rebuild but to do
it effectively and intelligently.

Mr. PONEMAN. Absolutely.

Mr. ToNKo. I thank you very much.

Mr. MUrPHY. I thank the gentleman. The gentleman yields back.
Now Mr. Scalise is recognized for 5 minutes.

Mr. ScALISE. Thank you, Mr. Chairman. I appreciate you having
the hearing, and I appreciate our witnesses coming to testify.

When we got the reports back, and you all have addressed a
number of the items and the problems that were identified, but
when you look at the overall DOE budget, you see that 90 percent
of the budget is, in essence, contractors. You know, when you look
at the agencies that have addressed some of the problems, the two
agencies that were still remaining within DOE that were still con-
sidered high risk have over 64 percent of the budget, so there is
still a lot of the budget that is still out there, and one of the points
I want to bring up, and I will start with Mr. Friedman, is going
back to 2007, DOE and NNSA have required contractors to imple-
ment a self-assessment strategy to identify deficiencies. I want to
ask you how you feel that process is working where you are in es-
sence allowing the contractors to assess themselves to identify defi-
ciencies, considering there is such a large percentage of the overall
DOE budget that is going towards contractors. How does this proc-
ess work? Is that the best method to get us the efficiencies that we
are looking for?

Mr. FRIEDMAN. Well, we issued a report on that, Mr. Scalise, sev-
eral months ago on the contractor assurance process, and frankly,
we think it is not ripe and it is not mature and therefore it is not
as effective as it needs to be to satisfy basic requirements to protect
the interest of the U.S. taxpayers. There was a disconnect, for ex-
ample, between contractor metrics and the pay-for-performance
mechanism that was in place. There were a number of other weak-
nesses that we identified in that report. So does it have promise?
I guess it has potential, but at this point we don’t think the De-
partment nor NNSA are there.
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Mr. ScALISE. I want Mr. Poneman to be able to address this as
well. How do you plan on addressing those deficiencies that were
outlined in that report?

Mr. PONEMAN. Congressman, I take a very old-fashioned view of
this. It is true, and you know, one should note, this committee has
noted several times, our national security imperative, this struc-
ture goes literally back to the Manhattan Project. This is how it
was set up because President Roosevelt understood that he didn’t
know how to have the chemistry and physics and so forth. So it
started a long time ago. But my view is still the same one that you
would have if you are building a house: the contractor has got the
expertise but you are the owner. That is what GOCO means: gov-
ernment owned, contractor operated. What we need to do, Con-
gressman, in my judgment is to make sure that as an owner, just
like any owner would in a house situation, you have got the exper-
tise to hold the contractor accountable, and the mechanisms that
we are talking about in this set of reforms in addition to the things
we have been trying to do in terms of contract management, in
terms of transparency of metrics that come out of their perform-
ance are intended to put us in that position to be a smart owner.

Mr. ScALISE. And Mr. Trimble, do you have any follow-up on
what this says about the DOE’s ability to rely on contractors for
self-assessment?

Mr. TRIMBLE. Well, we have ongoing work on the contractor as-
surance model. Right now we also have an ongoing review looking
at the security reforms. Both those are in process, so we will have
more to add later. I think as the Inspector General notes, we have
observed some of the problems, and I think in addition to the Y—
12 incident, there was a case at Livermore where in 2009 the DOE
found—gave the security force there one of its lowest ratings, and
this was 6 months earlier then that inspection the local site office
had given a 100 percent rating. So again, it is a matter of how do
you execute this and can the system be made to work, and I think
notably since Y-12, you know, the DOE has backed off from that
and has taken a new approach, and that is part of what we are
looking at in our new review.

Mr. ScALISE. Thanks. My last

Mr. FRIEDMAN. Mr. Scalise, could I just amplify on my comment
earlier?

Mr. SCALISE. Yes, if you can do it real quickly.

Mr. FRIEDMAN. I will. And the answer, it seems to me, is there
nothing wrong with contractor self-assessment as long as there is
adequate government validation.

Mr. ScALISE. Yes, there has got to be some kind of extra layer
of somebody looking over the shoulder, and two eyes are better
than one, especially when one of those sets of eyes is the person
looking at themselves in the mirror. I want to make sure there is
another set of eyes checking that.

I want to talk about cost estimates because that has been a prob-
lem, getting cost estimates right, and both Mr. Friedman and Mr.
Trimble, you have indicated the need to develop realistic timetables
and baselines to try to address that, but you have also talked about
trying to break up these larger projects into smaller chunks, you
know, whatever the terminology you are using is. Can you do that,
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and can you still get reliable baselines and cost estimates as you
are going forward? How do you plan on doing that? I would ask Mr.
Poneman or Mr. Trimble.

Mr. PONEMAN. Well, yes, sir, Congressman, that precise GAO
recommendation we followed, and because we followed it, I think
that is one of things that led to better performance that led us to
get out from under the high-risk list for our projects less than $750
million. Yes, you can sir. Under Order 413, you can have cost esti-
mates at each of our gates of our capital construction projects, mis-
sion identification, selection of technology and so on, and that is
what we have got to do.

Mr. BURGESS [presiding]. The gentleman’s time is expired.

Mr. ScALISE. Thank you. I am out of time. I yield back the bal-
ance.

Mr. BURGESS. I recognize the gentlelady from North Carolina, 5
minutes for your questions, please.

Mrs. ELLMERS. Thank you, Mr. Chairman, and thank you to our
panel for being here today.

Mr. Trimble, you indicated in your opening statement that even
in recent work concerning the DOE’s management of projects
smaller than $750 million, about 30 or so projects did not provide
sufficient information and documentation for an assessment of
their performance. Can you explain why this is significant and
what your feelings are on that?

Mr. TRIMBLE. I think this is an issue we have discussed with the
Department and they have acknowledged and agreed to work on
this, but it goes back to the justification and the paper behind the
decisions, and I think this issue has come up in another context,
but if you don’t have the information and the file on which the de-
cisions are based, it is hard to imagine from an outsider’s perspec-
tive how the decision was made in the first place and was it made
for the right reasons, but it is also impossible to validate the deci-
sions that were made.

Mrs. ELLMERS. So it really seems like there is really not a proc-
ess of full evaluation?

Mr. TRIMBLE. Or there is a process but it is not being followed.

Mrs. ELLMERS. I see. So you believe the tools are there, it just
isn’t necessarily

Mr. TRIMBLE. Not necessarily followed in all cases.

Mrs. ELLMERS. OK. Do you see any other area where lack of in-
formation is a hindrance in information gathering in regard to con-
tractors?

Mr. TRIMBLE. Well, I mean, there is lots of—this could go in a
lot of different directions. I think one of the questions that comes
up quite often is, DOE uses an earned value management system
to track the performance of contractors. Every time we go through
where there is a re-baselining, it is sort of all your road signs from
tracking the progress until the project gets suspended because you
have to re-baseline it, and so your milestones for tracking the per-
formance of that contractor sort of get put on hold. But since this
process can take a year, two years, 18 months

Mrs. ELLMERS. That time——
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Mr. TRIMBLE [continuing]. You are sort of flying blind for a little
while. Now, they take measures to address that, but that is a sig-
nificant

Mrs. ELLMERS. And time is money. I have used that recently so
many times.

Now, does this also relate to contractor assurance programs? I
mean, is this all related?

Mr. TRIMBLE. It is not directly related. It is an enabling issue in
terms of more information and the quality and the robustness of
your information would support any system.

Mrs. ELLMERS. Thank you, Mr. Trimble.

Mr. Deputy Secretary, it looks like you want to make a comment
about that.

Mr. PONEMAN. No. I have not heard Mr. Trimble speak to this
fact before but he has identified a very important problem, which
is exactly that. When your project goes off its baseline, this system
that is set up to clock it, it basically comes useless to you, and that
is the point of maximum danger to have unrestricted cost growth
and losing control over projects. So we to a first order have got to
put a tourniquet on that particular problem and then we need to
have a systemic fix.

Mrs. ELLMERS. Suggestions on a systemic fix?

Mr. PONEMAN. Well, look, to me, it all comes down to real-time
from-the-ground data with the minimum amount of human inter-
vention in uploading from system to system to system. We need to
know how much pipe is getting laid per day. We have to know
what valves are going on, and to keep track where the big subcon-
tracted components are coming in, where is that on schedule, even
if we are between two baselines, and we just have got to get a set
of metrics and a way to measure that we can monitor real time.

Mrs. ELLMERS. Mr. Friedman, would you like to expand on that?

Mr. FRIEDMAN. No, but I think the issue with regard to getting
off baseline and that interregnum before you get back on baseline
is what we have found to be a very, very dangerous period, and it
sometimes lasts far too long. So compressing that period would be
ideal as far as we were concerned. In other words, once you find
you are off baseline, re-baseline the entire package, have a changed
control system that makes sense, so that you have made the whole
system rational going forward. Otherwise we lose the progress that
we have made in terms of controlling the project.

Mrs. ELLMERS. Great. Well, thank you.

Mr. Chairman, I yield back the remainder of my time. I think
that was an excellent discussion.

Mr. MurpHY. The gentlelady yields back. Thank you. I now rec-
ognize Mr. Johnson of Ohio.

Mr. JOHNSON. Thank you, Mr. Chairman, and I too want to
thank our panelists for being here this morning.

Mr. Poneman, can you please explain the difference between the
Department-wide mission support offices and program offices?

Mr. PONEMAN. Yes, sir. The program offices are the ones that are
dedicated to the nameplate mission, so maintaining a safe, secure
and effective arsenal, making scientific breakthroughs, trans-
forming our energy economy, cleaning up legacy waste. The support
functions are all the things that you need to make that stuff work
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so that you do it legally, financially responsibly with adequate at-
tention to safety and security. Those are enabling elements that
support the mission.

Mr. JoHNSON. OK. How do these mission support offices work to
ensure that management practices and especially cost estimating
are consistent and effective across the Department?

Mr. PONEMAN. Well, two points, Congressman. So far, we took
some of the elements that were in our earlier organization where
we had a procurement office separate from the contract manage-
ment office because those were sources of expertise on this very
point of cost estimation, and we have merged those in a unified of-
fice under a very strong leader. But secondly, Congressman, the re-
organization that we have described here today is intended to give
that office the kind of support at the senior executive level of
Under Secretary to make sure that those disciplines can apply en-
terprise-wide.

Mr. JoHNSON. OK. What authority do mission support offices or
the new Under Secretary managing the offices, for that matter,
what authority do they have to tell program offices what to do
when those offices operate under the authority of another Under
Secretary?

Mr. PONEMAN. Well, of course, all of these authorities flow out
of our statute, and under the authority that goes to the Secretary,
all roads lead up to the Secretary and to the Deputy Secretary. So
I can assure you, Congressman, that when I hear from my health
and safety people that a program office has a problem, the program
office may not disregard that. We are one enterprise, and I have
often said in our team, the mission elements have got to own sup-
port, they have to feel that they own the security, fiscal responsi-
bility, but the support offices have to feel that they own the mis-
sion as well and so we try to get that kind of a cross cut.

Mr. JOHNSON. I certainly understand that that is how it should
work in principle, but my 26 %2 years in the Air Force and working
with major program offices and being a program manager myself,
yes, all roads may lead to the top but if they’re not going down the
same street with responsibility and accountability aligned, that cre-
ates dysfunction, and it basically then becomes a personality-driven
organization rather than a process-driven organization.

Mr. PONEMAN. Congressman, that is a very important insight
there. One of my early lessons in this is when I was assisting Mr.
Lee Hamilton and Senator Baker when we were asked by Secretary
Richardson to look at the hard drive lost at Los Alamos back in
1999, that is what we found. We found that the organizations that
were committed to the missions did not really feel that personal re-
sponsibility for safety and security that was essential to avoid ex-
actly the problem you described.

Mr. JOHNSON. Sure. Do you think that this might create more
problems by stovepiping mission support?

Mr. PONEMAN. Oh, to the contrary, Congressman. I think what
we are fighting against, in other words, we believe that this reorga-
nization is going to synthesize and bring together mission and sup-
port in a much better way than has been done before. We wouldn’t
do this reorganization otherwise.
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Mr. JOHNSON. It doesn’t appear that the Chief Financial Officer
is in this new structure. Is the CFO an important mission support
office, and does the CFO have more mission support authority than
the management office or the CIO, for example?

Mr. PONEMAN. Well, the CFO, Congressman, is under the Under
Secretary for Performance and Management so that would be right
alongside the other mission support offices such as Management
and Administration, so that is—obviously the CFO has huge enter-
prise-wide responsibilities and it is very, very important but in
terms of the structure, it is embedded inside that Under Secretary
office.

Mr. JOHNSON. I associate my same concerns that I previously
mentioned. You know, at least in the corporate world, if all money
decisions don’t flow through the CFO, and you have those
stovepiped organizations, that makes it difficult as well.

Mr. Friedman, you indicated that Federal staffing must be suffi-
cient in terms of size and expertise to provide effective control and
project oversight so that projects have focused, empowered and con-
sistent Federal project management leadership throughout their
lifecycle. Regarding expertise—and I have run out of time—what
deficiencies have you observed in expertise over the years?

Mr. FRIEDMAN. Well, as a general point, Congressman Johnson,
we have found that the Federal managers did not feel they could
exercise the necessary oversight over the contractors because they
felt the contractors were so far better prepared for the job and the
task that they faced. So certainly they need to be recognized profes-
sions. They need to get recognition within the Department and out-
side the Department, and the contractors need to understand that
they’re dealing with people on par who are prepared to take nec-
essary actions to ensure the government’s interest is protected. In
terms of personal expertise, I don’t believe we have found that peo-
ple were inadequately trained on a personal basis.

Mr. JOHNSON. All right. Thank you, Mr. Chairman. I yield back.

Mr. MurpPHY. The gentleman’s time is expired. Now to the
gentlelady from Tennessee, home to many Energy projects, Ms.
Blackburn.

Mrs. BLACKBURN. That is exactly right, and I welcome you all,
and Secretary Poneman, I want to come to you and talk a little bit
about Y-12, and we all know that April 29th, the GAO upheld a
procurement protest regarding the combined contract, therefore,
the National Security Complex and Pantex plan, and it was a $22
billion over 10 years contract. You are familiar with that?

Mr. PONEMAN. Yes, Congresswoman, but as I testified a little
earlier today, since that contract action is still under review, we
will not be able to in this session comment in detail about the
workings of that.

Mrs. BLACKBURN. All right. Well, I appreciate that, and I appre-
ciate that there was a desire to get a $3.27 billion savings in that
contract. I think that what I would like to know is, how can our
committee be assured that NNSA’s nuclear production mission can
be safety and effectively carried out under the big cost savings re-
quirement of that type of procurement? What is the guarantee that
you can give us?
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Mr. PONEMAN. Well, I can tell you, Congresswoman, that we are
operating under presidential direction in terms of what we need to
do modernize and recapitalize the complex. We have an extraor-
dinarily detailed stockpile stewardship management plan, and of
course, given the limitations under the Budget Control Act and the
sequestration, we need to make sure that we make every dollar
count towards that mission, and you have the full attention of the
Secretary and myself and the NNSA to that end, and of course, this
hﬁs to be carried out through these contracts that you are talking
about.

Mrs. BLACKBURN. Let me ask you this. As you look at what has
transpired in this process, has there been any thought given to re-
visiting the premise of the RFP when you are looking at some of
these contracts? Have you all, or Mr. Friedman, have you all given
any thought to that? Mr. Poneman first.

Mr. PONEMAN. Well, again, Congresswoman, I don’t think that I
am permitted to speak to the ins and outs of the RFP since it is
still under consideration, but what I can tell you is that we are al-
ways looking at those things that we can do to do the mission of
the Department for the President and the Nation safely and se-
curely and in a manner that is cost-effective, and that would al-
ways inform any RFP that we have.

Mrs. BLACKBURN. Mr. Friedman?

Mr. FrRIEDMAN. Congresswoman, I don’t really think we have
anything to add. I don’t think we have looked at that with any
specificity.

Mrs. BLACKBURN. OK. I appreciate that. I think that it is fair to
say, it is an issue that is tremendously important to us. We have
a lot of concerns about sacrificing the mission for the cost savings.
We have a problem with the possibility of the Department having
failed to verify the validity of the cost savings. We think that that
as something that when you look at an item that is a critical mis-
sion, that it does raise concern for us, so those of us in Tennessee
will continue to keep a close eye on this.

And Mr. Poneman, I will just say, I appreciated your comment
about needing a systemic fix to how we approach some of this, and
being able to work through real-time data. As you look at a com-
plex like the Y-12 complex, we can see where something of that na-
ture might be helpful, and what we would like to do is to yield a
better outcome from the work that is done, and then be able to
quantify and achieve some savings through that process, through
efficiencies, through technology transfer, things of that nature, that
will allow a little bit more efficiency.

I appreciate that, and Mr. Chairman, I will yield my time back.

Mr. MurPHY. I thank the gentlelady. We were hoping that the
chairman of the full committee would be here because he found his
documents from the 1990s when he asked Department of Energy
a number of questions before about some reorganization, and I
think he wanted to come and get an update of what has happened
in the last 20 years or so. But unfortunately, he got tied up, but
he will submit those. Mr. Poneman?

Mr. PONEMAN. Mr. Murphy, if I might, I would like to make a
slight, before we all break, amendment. In discussing with Mr.
Johnson, who I know is not here now, the CFQO’s office, I thought
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it was in the Under Secretaryship but it is of such breadth along
with GC and others that that one actually is above the fray, so to
speak, so I just want to—we will get more a detailed answer for
the record but I didn’t want to leave you all with the wrong impres-
sion here, so I just wanted to make that clarification of my earlier
comment.

Mr. MURPHY. I appreciate that. Overall, then, we will be submit-
ting other questions to you. We ask for a timely response. Members
are asked to get questions to us within 10 days.

And also, I ask unanimous consent that the written opening
statements of other members be introduced into the record. So
without objection, we will do that.

So I would like to thank the witnesses today, and again, as mem-
bers get more questions to you, we would all appreciate a proper
response. Thank you so much for being here today, and I wish you
all the best in getting things working over at the Department of
Energy, and with that, this hearing is adjourned.

[Whereupon, at 11:45 a.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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Opening Statement of the Honorable Fred Upton
Subcommittee on Oversight and Investigations
Hearing on “Department of Energy Oversight: What is Necessary to Improve
Project Management and Mission Performance?”
July 24, 2013

(As Prepared for Delivery)

As chairman, one of my priorities is to ensure the agencies we oversee are responsive to ~ and reflective
of - our current economic and technological realities. In other words, we want a governing framework
based on today’s needs, not the antiquated priorities from decades ago. Today we take a lock at plans for
a new management structure and other changes at the Department of Energy announced last week by
Secretary Moniz. Qur question is, will these reforms help transform DOE for the innovation era?

DOE has recently experienced a number of management challenges, particularly with regard to its
stewardship of the nuclear weapons programs and nuclear cleanup. These challenges — and the
tremendous risks to the public from failure to address them — are not new. During my time as Oversight
Subcommittee Chairman 14 years ago, we took a hard look at agency failures in security and project
management, pressuring the agency to reform. Some reforms have worked, and some clearly have not
taken hold.

The big lesson is that the agency's safety, security, and contract management problems span
administrations and Congresses. From my experience, and as our witnesses will explain, improving
DOE’s performance requires long, sustained attention to ensure lasting improvement in agency
performance.

Today's oversight is especially important because of the new leadership of Secretary Moniz. The
secretary has been invoived in this Department's management and performance chalienges before, from
his time as Under Secretary in the late 1990s. From my conversations with him, he understands the
challenges at hand. 1 look forward to the testimony from Deputy Secretary Poneman, who will explain how
he and Secretary Moniz want to tackle these challenges and how they will ensure these plans work as
intended.

Getting project and mission execution right is vital for this important agency to serve the American public.
As our oversight continues, we are also going to have {o ask bigger questions in this enduring effort. In
1985, I made similar remarks before the Energy and Power Subcommittee as we examined the future of
the DOE. Eighteen years ago, | expressed my concern that portions of the department were built around
outdated assumptions of energy scarcity that no longer existed. Even more so today, DOE operates in a
world that is vastly different from the bleak energy outiook of the1970s. It also operates in a world where
nuclear commerce takes place in a worldwide competitive marketplace, and where nuclear risks are more
dispersed.

We need to start discussing whether the agency is structured and able to adapt to the realities of this
nation's very bright energy picture. DOE has significant responsibilities that will not and should not go
away; the agency must be poised to take on new responsibilities that best serve the energy,
environmental, and security needs of the nation. But we also must acknowledge that if we were to start
from a clean slate, there is no question an Energy Department for this new era of abundance would
hardly resemble the Department of today. This committee’s job will be to ensure the department is
managed to meet these responsibilities and structured to ensure they are executed in the best interest of
the American taxpayer. This hearing is an initial step in this important work.

HitH
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THE COMMITTEE ON ENERGY AND COMMERCE

MEMORANDUM

July 22,2013
TO: Members, Subcommittee on Oversight and Investigations
FROM: Committee Majority Staff
RE: Hearing on “Department of Energy Oversight: What is Necessary to Improve

Project Management and Mission Performance?”

On Wednesday, July 24, 2013, at 10:00 a.m. in room 2322 Rayburn House Office Building,
the Subcommittee on Oversight and Investigations will hold a hearing entitled “Department of
Energy Oversight: What is Necessary to Improve Project Management and Mission Performance?”
As part of the Committee’s ongoing oversight of the Department of Energy (DOE), this hearing will
examine the Secretary of Energy’s plans for reorganizing DOE’s management structure, with a
focus on how proposed changes will address key management and performance challenges that
confront the agency.

L WITNESSES

Daniel B. Poneman
Deputy Secretary
U.S. Department of Energy

Gregory H. Friedman
Inspector General
U.S. Department of Energy

David C. Trimble

Director, Natural Resources and Environment Team
Government Accountability Office

1. BACKGROUND

The U.S. Department of Energy (DOE) traces its origins, and its core scientific and
technological missions, to the World War IT Manhattan Project and subsequently to the Atomic
Energy Act of 1946, amended in 1954.) Over time, the missions expanded into what developed

! See Atomic Energy Act of 1954 (42 U.S.C, § 2011 et seq.).
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into a sprawling scientific and industrial complex of laboratories and other facilities across the
nation. During the energy crises of the 1970s, the Atomic Energy Commission — a predecessor
agency to DOE — was dissolved and the Energy Research and Development Administration took
on management of the scientific research, nuclear weapons development, and an expanded
portfolio of energy development programs. DOE in its current form was established as a Cabinet
agency in 1977 pursuant to the Department of Energy Organization Act. The new agency
consolidated the core atomic energy and R&D programs and responsibilities with various federal
energy-related agencies into a single depf;u’tment,2 largely to unify federal energy research,
policy-making, and information development under one agency umbrella.

DOE currently engages in a broad range of national security, scientific, and
environmental activities, including maintenance of the nation’s nuclear weapons program,
nuclear propulsion work for the U.S. Navy, environmental cleanup of the nuclear weapons
complex, nuclear waste management and disposal, as well as promotion of scientific and
technical innovation, energy conservation, and energy-related research, and other activities.
The agency is comprised of 10 program offices, 13 staff offices, 9 operations offices, 21 lab and
technology centers, 4 power marketing administrations, as well as the Energy Information
Administration and the National Nuclear Security Administration. It maintains approximately 80
laboratories, sites, and facilities across the United States and seven international offices. It has
approximately 16,000 federal employees and more than 92,000 contractors.

3

DOE is the largest non-Defense Department contracting agency in the Federal government.
It relies primarily on contractors to carry out its diverse missions, including to operate its national
1aboratories and other facilities and to conduct environmental cleanup, which account collectively for
about 90 percent of an annual budget that exceeds $26 billion. Many of the challenges confronting
DOE’s mission fulfillment — project delays and cost overruns, safety and security deficiencies —
derive from the essential structure and organizational philosophy of the agency, in which the
missions are primarily performed in the field by contractors at the labs and cleanup sites to
conduct the agency’s often high-risk, technically unique, and complex projects.

As a result of the ongoing challenges, since 1990 the Government Accountability Office
(GAO) has designated DOE contract management as a “high risk” area because DOE’s record of
inadequate management and oversight of contractors has left the department vulnerable to fraud,
waste, abuse, and mismanagement. DOE has made progress in addressing this high risk; GAO
removed the designation from the Office of Science in January 2009. GAO now designates two
DOE program elements as high risk — the Office of Environmental Management (EM) and the
National Nuclear Security Administration (NNSA). These two program elements account for about
64 percent of the agency’s annual budget. (The Office of Science accounts for another 20 percent of
the budget, with the remaining divided among energy programs, mission support, Power Marketing
Administrations, etc.)

In light of GAO’s high risk listing, DOE reported its root cause analysis of systemic
challenges to planning and management in 2008. By an overwhelming margin, according the

2 See Department of Energy Organization Act (August 4, 1977); see also 42 U.S.C Chapter 84,
3 For links to the offices and descriptions of activities, see DOE Program Offices. Labs & Technology Centers,

Power Marketing Administration, Operations Offices, Other Agencies and Staff Offices.
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report,* DOE’s top challenge was it could not complete front-end planning before establishing
project basclines. Since that time, DOE has instituted a corrective action plan to take steps necessary
for removal from the GAO high risk list. Although progress has been made to improve performance,
atotal of 12 projects -- presently estimated to total $19 billion in costs--are either at risk of breaching
performance baselines or expected to breach performance baselines.’

Given DOE’s national security, cleanup, and related high-risk missions, ensuring
implementation of the necessary safeguards and security measures as well as the safety and public
health protections, has long posed tremendous contract administration and project management
challenges for the department, particularly in NNSA but also in EM and Office of Science
operations. Testimony at recent Subcommittee on Oversight and Investigations hearings have
highlighted DOE governance and management challenges that contributed to security and safety
culture breakdowns, most notably demonstrated by the serious security breach at the Y-12 National
Security Complex.®

The Department of Energy Inspector General has also identified continued management and
performance challenges at the agency, including operation efficiency and cost savings, contract and
financial assistance award management, environmental cleanup, human capital management,
safeguards and security, among others. Moreover, the Inspector General has concluded that Federal
budgetary concerns place efforts to optimize agency operations and reduce costs the “preeminent
management challenge facing the Department.””

Against this backdrop, Secretary of Energy Ernest Moniz testified before the
Subcommittee on Energy and Power on June 13, 2013 that he would be addressing management
and performance of the Department as one of his top priorities. In an announcement to
Department Employees this past Thursday, July 18, 2013, the Secretary outlined his plans for
reorganization of DOE’s management structure. These plans include consolidating Department
“mission support functions” and EM programs under a new Under Secretary for Management
and Performance and expanding the current position of Under Secretary for Science to
encompass both science and energy missions, so that a single Under Secretary oversees basic
science, applied research, technology demonstration, and deployment, i.e., missions performed
by the offices of fossil energy, nuclear energy, electric deliver and energy reliability, etc.

More specifics on the plan will be provided in DOE’s forthcoming written testimony.
The hearing will provide an opportunity to examine whether and how the reorganization will
help DOE management address the key challenges confronting the agency that inhibit its
priorities, and that raise risks to public health, national security, and taxpayer funding.

* See Root Cause Analysis: Contract and Project Management, DOE, 2008 and United States Department of Energy:
Corporate Overview, 2012.

® See June 2013 Project Dashboard, The largest of these projects include the Waste Treatment and Immobilization
Plant ($12.2 billion) at the Hanford Site, WA, the Salt Waste Processing Facility ($1.3 billion) and Mixed Oxide
Fuel Fabrication Facility ($4.8 billion) at the Savannah River Site, SC.

¢ See, Subcommittee on Oversight and Investigations hearings September 12, 2012 and March 13, 2013.

? See, for example, Management Challenges at the Department of Energy — Fiscal Year 2013, Office of Inspector
General (1G-0874).
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L. ISSUES

The following issues may be examined at the hearing:

¢ How will reorganization and performance reforms address identified management
challenges and the GAO High Risk list?

* How will reform and reorganization efforts address safety and security challenges across
the DOE enterprise?

¢ What is necessary to measure progress on DOE performance?

o What is necessary to sustain improvements in DOE contractor performance?

IV.  STAFF CONTACTS

If you have any questions regarding this hearing, please contact Peter Spencer or Karen
Christian of the Committee staff at (202) 225-2927.
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HENRY A, WAXBAN, CAUFQRNIA

ONE HUNDRED THIRTEENTH CONGRESS
Caongress of the United States
rouse of Bepresentatives

COMMITTEE ON ENERGY AND COM

August 22, 2013

The Honorable Daniel B. Poneman
Deputy Secretary

U.S. Department of Energy

1000 Independence Avenue, S.W.
Washington, D.C. 20585

Dear Deputy Sceretary Poneman:

Thank you for appearing before the Subcommittee on Oversight and Investigations on
Wednesday, July 24, 2013, to testify at the hearing entitled “Department of Energy Oversight: What is
Necessary to Improve Project Management and Mission Performance?”

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains
open for ten business days to permit Members to submit additional questions for the record, which are
attached. The format of your responses to these questions should be as follows: (1) the name of the
Member whose question you are addressing, (2) the complete text of the question you are addressing in
bold, and (3) your answer to that question in plain text,

Also attached are Member requests made during the hearing, The format of your responses to
these requests should follow the same format as your responses 1o the additional questions for the record.

To facilitate the printing of the hearing record, please respond to these questions and requests by
the closc of busiiess on Thursday, September 5, 2013, Your responses should be mailed to Brittany

Havens, Legislative Clerk, Committee on Energy and Commerce, 2125 Rayburn House Office Building,
Washington, D.C. 20515 and ¢-mailed in Word format to brittany.havens@mail house.gov.

‘Thank you again for appearing before the Subcommittee.

Sincerely,

T

Tim Murphy

Chairman

Subcommittee on Oversight and Investigations
ce: Diana DeGette, Ranking Member, Subcommittee on Oversight and Investigations

Attachments
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Department of Energy
Washington, DC 20585

October 22, 2013

The Honorable Timn Murphy

Chairman

Subcommitiee on Oversight and Investigations
Committee on Energy and Commerce

U.S. House of Representatives

Washington, DC 20515

Dear Mr. Chairman:
On July 24, 2013, Daniel B. Poneman, Deputy Secretary, testified regarding “Department

of Energy Oversight: What is Necessary to Improve Project Management and Mission
Performance?”

Enclosed are the answers to 14 questions that were submitied by Representative
Butterfield and you

Also, the three Inserts for the Record that were requested by Rcbresentative Johnson and
you, are enclosed to complete the hearing record.

If we can be of further assistance, please have your staff contact our Congressional
Hearing Coordinator, Lillian Owen at (202) 586-2031.

Sincerely, ;

Christopher E. Davis
Deputy Assistant Secretary
for Congressional Affairs
Congressional and Intergovernmental Affairs

Enclosures

cer The Honorable Diana DeGette, Ranking Member

@ Printed with soy ink on recycied paper
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QUESTIONS FROM REPRESENTATIVE TIM MURPHY

The White House announced it would nominate NASA chief financial officer Beth
Robinson for the newly created position of Under Secretary for Management and
Performance to oversee DOE contracts. A Washington Times article from July 23,
2013 detailed how cost overruns at NASA grew six-fold during Ms. Rebinson's
tenure. In light of this news report, what assurances can you provide that the new
Undersecretary for Management and Perfomlance will be able to manage DOE
spending on contracts effectively?

Dr. Robinson has extensive experience in procurement and project management,
including experience and insight from her time at NASA. The Department of Energy has
improved the effectiveness and efficiency of the Department’s mission support functions
and the management of major capital projects and contracts and will continue to do so
under Elizabeth Robinson’s leadership if she is confirmed as Under Secretary for
Management and Performance. Reducing the cost of doing business within the
Department and improving project management will enable us to reallocate resources

toward our mission objectives in national security, science and energy.
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QUESTIONS FROM REPRESENTATIVE TIM MURPHY

Renewables such as wind and solar account for less than 4% of power, but
received almost a billion dollars in direct research money. At the same time, the
Administration proposed spending much less than half that amount on clean fossil
fuel technologies even though fossil energy produces more than 80% of the power
in the United States. Under Secretary Moniz, will fossil energy research and
development still remain a priority for and the Department of Energy?

Fossil energy research and development is a priority for the Department of Energy. As
Dr. Moniz stated, in his July 30 visit to the National Energy Technology Laboratory this
year, “We are about preparing our future so that all of our fuels have an important role.”
To support this, the Administration has committed nearly $6 billion to clean coal

technologies, including carbon capture and sequestration and is preparing to issue an $8

billion loan guarantee solicitation for advanced fossil energy technologies.
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QUESTIONS FROM REPRESENTATIVE TIM MURPHY

Q3. Please describe the research into carbon capture sequestration and clean coal
technologies DOE conducts through the National Energy Technoelogy Laboratory
and what plans DOE has for continuing or increasing research on this front?

A3. DOE’s research and development portfolio includes a diverse set of technologies and
pathways that are focused on capturing CO; emissions and storing them permanently or
utilizing them in a beneficial manner, and developing advanced technologies to more
efficiently and cleanly burn fossil fuels for power generation while facilitating carbon
capture and storage. These technologies include post-, pre-, and oxy-combustion carbon
capture; carbon storage development such as small- and large-scale ?njection tests,
monitoring technologies, simulation and risk assessment tools, and carbon utilization
options; gasification, turbines, and fuel cells for advanced power generation; and
crosscutting activities such as computational modeling and materials development. The
National Energy Technology Laboratory’s (NETL) scientists and engineers conduct
research in each of these areas to support programmatic goals and objectives while also
conducting cutting edge R&D that identifies new opportunities and technologies to utilize
our nation’s fossil energy resources cleanly, efficiently, and ina costjeffective manner.
DOE plans to continue R&D in these areas as part of the President’s “all of the above”

energy strategy as well as the Climate Action Plan,
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QUESTIONS FROM REPRESENTATIVE TIM MURPHY

Q4. Pleaseprovide an update on the progress of contracts awarded through the
Research Partnership to Secure Energy for America (RPSEA), as well as the
financial report for RPSEA in FY2012, including but not limited to overhead and
operational expenses.

A4 Over the past six years (2007 — present), over 150 projects have been awarded, 69 of which
have been completed, and 81 are still active. RPSEA is currently reviewing proposals
submitted in response to the 2012 Unconventional Resources Program request for
proposals (RFP) and the 2012 Small Producers Program RFP. Selections are anticipated to
be made in early October. RPSEA also has two 2012 Ultra-Deepwater Program RF}?S open
soliciting proposals for 17 technical areas. Selections from those RFPs are anticipated to

be made in December/January.

Pursuant to the Enetgy Policy Act of 2005, a total of $35.625 million was obligated to the
RPSEA contract in FY12, of which $3.75 million was for administrative/programmatic
activities, and $31.875 million for research activities. RPSEA received $1 million of the
$3.75 million for administrative activities in December 2011, and received the remaining
$2.75 million on June 5, 2012. These funds were expended by RPSEA from January 2012
through January 2013. The FY12 research funds totaling $31.875 million were obligated
to the RPSEA contract on September 5, 2012. These funds have all been obligated to

research subcontracts by RPSEA.
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QUESTIONS FROM REPRESENTATIVE TIM MURPHY

Q5.  Please deseribe in detail the Department's participation in the interagency
process(es) to develop social cost of carbon estimates, including when the
process(es) were initiated, who was involved and who managed the process both at
DOE and for the interagency group, and what records did DOE maintain to
memorialize process deliberation and participation?

AS5. Staff at DOE provided technical input to the Interagency Working Group on the Social
Cost of Carbon. The technical update to prior SCC estimates was conducted in order to
ensure that DOE and other agencies incorporate the best available peer-reviewed
information in evaluating the cost and benefits of rulemakings. For more information
about this process, please refer to OIRA Administrator Howard Shelanski's July 18, 2012

testimony in front of the House Oversight and Government Reform Committee's

Subcommittee on Energy Policy, Healthcare and Entitlements.



86

QUESTIONS FROM REPRESENTATIVE TIM MURPHY

Q6. During the hearing, you described mission support offices under the proposed
restructuring, and noted that the Chief Financial Officer was not part of the new
structure, but "above the fray, so to speak.”

a. Does the CFO office have more mission support authority than the
management office or the CIO, for example, under the new structure?

b. What authority do these mission support offices have to tell program
offices what to do when those offices operate under the authority of
another Under Secretary?

¢. Explain why this does not create management problems by stove-piping or

siloing certain mission support functiens within DOE's management
structure?

Aéa. The Office of the Chief Financial Officer works closely with the Office of the Under
Secretary for Management and Performance and the other mission support functions of
the Department on the full range of administrative and management issues, particularly
insofar as there are budget and financial issues involved. The Office of the Chief
Financial Officer’s authority is not “more” or “less” than the other management offices,
but rather focused on the particular areas of responsibility of the Chief Financial Officer

function.

A6b.  The Deputy Secretary remains the Chief Operating Officer of the Department. We fully
anticipate that program offices across the Department, as well as the Offices of Under
Secretary for Science and Energy and Under Secretary for National Nuclear Security
Administration, will work with the Office of the Under Secretary for Management and
Performance and the Office of the Deputy Secretary on the broad range of policy and

implementation issues related to the mission support functions of the Department, The
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Secretary and the Deputy Secretary retain the authority to establish department-wide

policies and direct the implementation as necessary.

Rather than stovepiping the mission functions, the reorganization creates a structure in
which all the mission support organizations are unified under the Office of the Under

Secretary for Management and Performance and can cooperate and work together.



Q7.

ATa.

ATb.

88

QUESTIONS FROM REPRESENTATIVE TIM MURPHY

The Secretary is ultimately responsible and accountable for the various missions
of the Department. Because of this, does it benefit the Secretary to have staff for
certain department-wide functions to provide his eyes and ears (and voice) fo
ensure he can manage the department's various missions?

a. In the Department of Defense there is 2 management structure called
functional componency, through which the office of the Secretary's
mission support functions -- the CFQ, CI0, Human Resources -~
communicate with their functional equivalents in the various Defense
Department components. Would DOE benefit from such a management
approach across the agency, including the NNSA?

b. What are the limits or barriers to implementing such an approach?

The mission support functions within Office of the Under Secretary for Management and
Performance communicate and work on a regular basis with comparable components

within DOE program offices, including the NNSA.

The NNSA Act limits the authority of non-NNSA personnel, including the mission
support functions, to diréct or exercise authority with regard to the NNSA. The NNSA
Act does not, however, limit the ability of the mission support functions to work with the
Secretary to establish policies that the Secretary has the authority to establish throughout
the Department. The non-NNSA mission support functions communicate with their
NNSA counterparts as these policies are developed and on a regular basis on the

implementation of these policies and other matters.
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QUESTIONS FROM REPRESENTATIVE TIM MURFPHY

To the extent program management of the national laboratories is the
responsibility of different DOE offices, how do you ensure such management and
oversight is performed consistently across DOE?

a. What office is responsible for ensuring consistent management
attention to the Iab contracts and contractors?

b. What will be the function of Natienal Laboratory Operations Board and
what rele, if any, will this entity have concerning the development of
consistent metrics for judging laboratory performance?

The National Laboratory Operations Board will report to the Office of the Under
Secretary for Management and Performance and will include representatives from all of
the program offices that oversee one or more of the national laboratories. Those program
offices will continue to have the primary responsibility for the prograrh direction and
oversight of the laboratories. The National Laboratory Policy Council will serve to
coordinate and develop consistent policies with regard to the Department of Energy’s
management of the laboratories. The Nati;mal Laboratory Operations Board enables the
Department to address administrative and operational issues affecting the laboratory
system in a coordinated manner using an enterprise-wide approach. The development of
consistent metrics for evaluating laboratory performance is a challenge that may be
addressed at a policy level by the National Laboratory Policy Council and at an

administrative level by the National Laboratory Operating Board.
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QUESTIONS FROM REPRESENTATIVE TIM MURPHY

In a January 2010 report, the Government Accountability Office recommended
that, to better ensure DOE is able to develop high-quality project cost estimates,
the Secretary of Energy should issue the department's cost-estimating policy and
updated guidance of as soon as possible, and ensure that the pelicy requires that
independent cost estimates (ICEs) be conducted for major projects at critical
decision (CD) milestones CD-I, CD-2, and CD-3,
a. Explain whether DOE has issued a cost-estimating policy, whether it is
standardized across the DOE enterprise, when it was issued, and
whether ICEs have been or will be conducted at milestones CD-1,CD-2,

and CD-3?
DOE Order 413.3B, Program and Project Management for the Acquisition of Capital
Assets, released on November 29, 2010, established cost estimating requirements for
Independent Cost Reviews (ICRs) and Independent Cost Estimates (ICEs) at each of the
Department’s Critical Decision (CD) milestones for acquisition of capital assets across
the Department, inclusive of the National Nuclear Security Administration. On May 9,
2011, the Department issued DOE Guide 413.3-21, Cos¢ Estimating Guide, which
establishes best practices for developing cosf, estimates by the contractors and project
teams. Its purpose is to provide uniform guidance and best practices that describe the
methods and procedures recommended for use at DOE in preparing cost estimates across
all phases of the Department’s capital asset acquisition process. DOE Order 413.3B and
DOE Guide 413.3-21 are consistent with, and adopt observations, recommendations,
guidance and best practices from GAO audit reports and GAO’s Cost Estimating and

Assessment Guide (e.g., the Twelve Steps of a High Quality Cost Estimating Process).

DOE Order 413.3B, in conjunction with P.L. 112-74 FY2012 Consolidated

Appropriations Act, requires DOE’s Office of Acquisition and Project Management to



91

conduct for capital asset projects with a cost of $100M or greater an ICE or ICR at CD-1,
Approve Alternative Selection and Cost Range, an ICE at CD-2, Approve Performance
Baseline, and, an ICE at CD-3, Approve Stait of Construction/Execution. ICEs have
been conducted on a number of capital asset projects to include the National Nuclear
Security Administration’s Uranium Capability Replacement Project, the Office of
Fnvironmental Management’s Salt Waste Processing Facility, and the Office of Science’s

Linac Coherent Light Source II (LCLS II) Project.
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QUESTIONS FROM REPRESENTATIVE TIM MURPHY

Explain how DOE works with the U.S. Army Corp of Engineers (USACE) to
conduct of independent cost reviews and estimates, and what if any barriers there
are to increased use of USACE expertise to enhance DOE project oversight and
management., Inaddition, what are DOE's plans to increase use of USACE
independent cost estimating?

The DOE Office of Acquisition and Project Management (OAPM) has retained the US
Army Corps of Engineers (USACE) and its cost estimating contractors to augment
OAPM capabilities when approptiate for complex DOE nuclear processing plant projects.
To mitigate potential barriers, OAPM and USACE signed a memorandum of
understanding in 2012 to define this partnership. OAPM, which is responsible for
conducting Independent Cost Reviews (ICRs) and Independent Cost Estimates {ICEs)
within DOE, is comprised of a professional staff of engineers with extensive project
management experience who are also accredited as Certified Cost Professionals by the
Association for the Advancement of Cost Engineering International (AACEI). Asa
result, OAPM is fully capable of conducting credible and high-quality ICEs and ICRs
augmented on an as-needed basis with cost estimators, schedulers, risk management
specialists, and other subject matter experts obtained from OAPM contractors or USACE

contractors (many of which are the same as the OAPM contractors).
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QUESTIONS FROM REPRESENTATIVE G.K. BUTTERFIELD
We've seen a consistent and concerted effort to reduce discretionary non-defense
spending, even at the detriment to agency missions and our constituents.
Sequestration has negatively affected many agencies but significantly and
indiscriminately cutting important, mission critical funding. How has sequester
impacted the Department of Energy's ability to achieve its four mission areas of
nuclear security, solving the Nation's energy challenges, advancing fundamental

science, and environmental stewardship? Inwhat ways has the sequester
impacted the ability of DOE in terms of management and oversight?

Sequestration cut nearly $1.9 billion from the Department of Energy’s FY 2013 funding
level. This cut reduces the ability of the Department to carry out its work, slows down
work already in progress, results in contractor workforce impacts at multiple sites, and

defers grants, contracts, and hiring to support planned work.

Over $300 million was cut from programs supporting critical investments in scientific
research and clean energy technologies, including funding for advanced computing
systems, climate change research, next-generation manufacturing, fuel-efficient vehicles,
renewable energy generation, advanced nuclear reactor designs, sustainable carbon
capture technologies, and electric grid modernization and security. Over $400 million
was cut from environmental stewardship programs, resulting in waste retrieval and
cleanup schedule delays at sites. Finally, over $800 million was cut from the National
Nuclear Security Administration programs supporting nuclear weapons stockpile
stewardship, global nuclear nonproliferation activities, and submarine propulsion system

design, resulting in schedule delays and potential cost overrans.

Sequestration has not had a significant impact on federal management and oversight.
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QUESTIONS FROM REPRESENTATIVE G.K. BUTTERFIELD

Most recently, we saw drastic cuts to DOE funding in the Energy and Water
appropriations bill, which passed the House with immense Democratic opposition.
The bill cuts funding for FY 14 by 8 percent, and makes drastic cuts to important
programs such as nuclear non- proliferation, defense-related environmental
management activities, and renewable energy programs. Many of these cuts
would be in areas that the GAO and Inspector General have identified need
improvement, is that correct? How would these significant cuts to mission-
critical programs impact the DOE's ability to make necessary improvements and
fulfill the President’s vision?

The House Energy and Water Appropriations Bill (H.R. 2609) underfunds critical
investments in our energy and national security. Reductions in these areas will impact
and could multiply issues that the GAO and Inspector General have identified as needing
improvement. If enacted, the cuts included in H.R. 2609 will impact mission critical

programs and national priorities.

The bill cuts funds that develop our American energy sources to build a clean and secure
energy future and leaves US competitiveness at risk in new clean energy markets, such as
advanced vehicles, advanced manufacturing, energy efficiency and domestic renewable
energy. The bill reduces funding to DOE’s Office of Energy Efficiency and Renewable
Energy (EERE) by 73% from the request, severely limiting investments in innovative
clean energy research and development and providing less weatherization assistance than
needed to assist low-income households. Cuts to the Office of Electricity Delivery and
Energy Reliability will slow efforts to modernize and secure the electricity grid and the

ability to respond to energy emergencies. The bill reduces Advanced Research Projects
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Agency-Energy (ARPA-E) funding by 87% compared to the request severely impacting
funding to potentially transformative energy research. And, cuts to the Ofﬁée of Science
will eliminate all funding for new grants, likely lead to terminations of ongoing awards,
and could reduce or cease operations at all major scientific user facilities. These
reductions to DOE’s science and energy programs would impact U.S. leadership in

research and economic competitiveness.

Funding reductions to DOE will also impact the National Nuclear Security
Administration increasing the risk of schedule delays for key components of the nation’s
nuclear strategy and limiting the ability for Naval Reactors to address current and
emerging issues in the fleet. The bill delays the Spent Fuel Handling Recapitalization
Project, potentially jeopardizing the operational availability of aircraft carriers and
submarines while increasing the project's cost by $335 million. Reductions to Weapons
Activities will weaken facility operations, construction initiatives, and stockpile support
activities, all of which directly support the President's nuclear strategy as expressed in the
Nuclear Posture Review, If enacted, the bill will undercut DOE’s ability to maintain the
nuclear stockpile and cut essential national security efforts required to implement nuclear

strategy and advance counter-proliferation objectives.



Q3.

A3.

Q4.

A4,

96

QUESTIONS FROM REPRESENTATIVE G.K. BUTTERFIELD
I applaud the Department of Energy and the President's ambitious vision for
prioritizing climate change reduction and preparing our nuclear capabilities for
the future. Itis encouraging to see the emphasis on innovation while reorganizing
to become more efficient. Under the new reorganization, there will now be a
senior policy official dedicated to improving management on 3 full-time basis, is
that correct?
Yes. The Department of Energy has established an Under Secretary for Management and
Performance to improve project management and increase the effectiveness and
efficiency of our mission support functions across the Department.
Currently, 90 percent of the Department of Energy's budget of 526 billion is being

allocated to contractors. Will these consolidations improve eversight of
contractors and help correct some of the issues raised by GAO and the IG?

Yes. The establishment of the Under Secretary for Management and Performance will
allow greater oversight of contractors and improve project management and performance

across the Department.
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having the data but making sure you have a system in place to
have honest reassessments of that.

One other guick gquestion in my time. In your testimony you
said that President laid out a commonsense plan to reduce the
effects of climate change by cutting dangerous carbon pollution,
ag you put it, increasing the production of clean energy and
doubling down on énergy efficiency. I noticed the Department
released a new rule for microwave oven efficiencies and included
a calculation for the social cost of carbon, and I would like to
know if the agency considered doing a formal notice and comment
to the microwave rule before using this figure. Did anyone in
your office participate in any discussions about thig social
cogt of carbon before using it in the DOE microwave rule, and’
can you please submit to us emalls and documents to help us
understand why that was done.

Mr. {Poneman.} Mr. Chairman, I was present for some
discussion of sccial costs of carbon. I was not--T would have
to get back to you with details on how it related to that
particular rule.

Mr. {Murphy.} That is something this committee is going to
want to review in an open and scientific way.

Mr. {Poneman.} We would be very happy to supply that.

Ms. {Castor.} Thank you, Chairman Murphy.

It is very important and a positive sign that the

10
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COMMITTEE: House Energy and Commerce Committee,
Subcommittee on Energy and Power

HEARING DATE:  July 24, 2013

WITNESS: Daniel Poneman
PAGE: 10, LINE: 237-257

INSERT FOR THE RECORD

Staff at DOE provided technical input to the Interagency Working Group on the Social Cost of
Carbon. The technical update to prior SCC estimates was conducted in order to ensure that DOE and
other agencies incorporate the best available scientific, technical and economic information in
evaluating the cost and benefits of rulemakings. For more information about this process, please
refer to OIRA Administrator Howard Shelanski®s July 18, 2012 testimony in front of the House
Oversight and Government Reform Committee’s Subcommittee on Energy Policy, Healthcare and

Entitlements,
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portfolio was strong. That said, he had a number of very
important practical suggestions in ter&s of transparency,
accountability, customer gerxrvicing, portfolio management, and
many of those have been implemented, point one. Point two, that
included making sure we had very highly capable people in the
positions. Point three, a lot of those people are very much
focused on portfolio management, and there is a brand-new leader
of the loan program office, and finally, in this reorganization,
Secretary Moniz wants to wake sure that the Credit Review Board
itself, which sits above the Credit Committee, is strengthened
so that we will have the ability in the normal kind of boardroom
fashion of doing due diligence on transactions to make sure we
bring those kinds of disciplines to bear.

Mr. {Griffith.} One of my concerns there was, it appeared
that the legal counsel that was being given was seeing--and this
is my interpretation, nobody ever said this--saw itself as
trying to come up with a legal opinion to justify what the
Department of Energy wanted to do as opposed to protecting the
American taxpayers, and I would hope that the legal department
would see as a part of their duty at the very least is to make
gure that what they are doing is lawful because the laws that
Congress pass are intended to protect American taxpayers, and
the decision to subordinate cost 5170 million to the American

taxpayers.

20
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Mr. {Poneman.} Congressman, I would have to dig back intec
the details to get the--I would just say my recollection of the
legal advice received at the time was there was a higher chance
of a higher recovery from a going concern than from a fire sale,
and the guestion at the time that it was presented was whether
subordination would meet the statutory requirement that the
Secretary was obliged to seek the maximum recovery for the

taxpayer. But we can obviocusly follow up on that.

Mr. {Griffith.} I just wanted to know if it was still ongoing.
I appreciate that. Thank you very much.

Back to you, Deputy Secretary. As a part of this, another
issue has been brought to my attention, and I am not going to
tell you I am well versed in it, but it does concern me, and
that relates to the National Nuclear Security Administrati@n and
the National Security Complex and Pantex plant management
contracts, and in that process, GAO has said that there was an
upheld--they upheld a procurement protest. My concern on that
is, is that apparently, according to a press report that hasg
been brought to me, in three instances, the source selection
authority at the 11th hour changed some of the criteria, and I
know there are all these big companies jockeying for position,
but at the 1lth hours, three matters were changed and that
changed who got the contract. On its face, that doesn’t smell

right to me. Are you all looking into that matter and trying to

21
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COMMITTEE: House Energy and Commerce Committee,
Subcommittee on Energy and Power

HEARING DATE: July 24, 2013
WITNESS: Daniel Poneman -
Page: 21; Line: 514-535

INSERT FOR THE RECORD

At the time of the restructuring, after thorough analysis, DOE concluded that the
restructured terms - which would allow completion of the manufacturing facility - offered
the greatest likelihood that the loan would be repaid, and was therefore in the best
interests of taxpayers. Career officials in LPO, including the office’s Chief Counsel, as
well as attorneys in DOE’s Office of General Counsel, reviewed the proposed
restructuring thoroughly and concluded that it was permitted under Title XVII of EPAct,

as amended, 42 U.8.C, §§ 16511-16514.
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Attachment 2-Member Requests for the Record
TheHonorable Tim Murph
During the hearing, Members asked you foprovide additional informationfor the record,

and you indicated thatyou would provide that information. For your convenience,
descriptions of the requested information are provided below.

Q1. Did anyone in your office participate in any discussions about this social cost of
carbon before using it in the DOE microwave rule, and can you please submit to
us emails and documents to help us understand why that was done.

Al.  Staff at DOE provided technical input to the Interagency Working Group on the Social
Cost of Carbon. The technical update to prior SCC estimates was conducted in order to
ensure that DOE and other agencies incorporate the best available scientific, technical
and economic information in evaluating the cost and benefits of rulemakings. For more
information about this process, please refer to OIRA Administrator Howard Shelanski's

July 18, 2012 testimony in front of the House Oversight and Government Reform

Committee's Subcommiitee on Energy Policy, Healthcare and Entitlements.
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ONE HUNDRED THIRTEENTH CONGRESS
Congress of the Wnited States

Hrouse of Representatives

August 22, 2013

The Honorable Gregory H. Friedman
Inspector General

U.S. Department of Energy

1000 Independence Avenue, SW.
Washington, D.C. 20585

Dear Mr. Friedman:

Thauk you for appearing before the Subcommittee on Oversight and Investigations on
Wednesday, July 24, 2013, to testify at the hearing entitled *Department of Energy Oversight: What is
Necessary to Improve Project Management and Mission Performance?”

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains
open for ten business days to permit Members to submit additional questions for the record, which are
attached. The format of your responses to these questions should be as follows: (1) the name of the
Member whose question you are addressing, (2) the complete text of the question you are addressing in
bold, and (3) your answer to that question in plain text.

To facilitate the printing of the hearing record, please respond to these questions by the close of
business on Thursday, September 5, 2013. Your responses should be mailed to Brittany Havens,
Legislative Clerk, Commitiee on Energy and Commerce, 2125 Rayburn House Office Building,
Washington, D.C. 20515 and e-mailed in Word format to brittany.havens@mail.house.gov.

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,

T

Tim Murphy

Chairman

Subcommitiee on Oversight and Investigations
ce: Diana DeGette, Ranking Member, Subcommittee on Oversight and Investigations

Attachments
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Department of Energy
Washington, DC 20585

August 27, 2013

The Honorable Tim Murphy

Chairman

Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

U.S. House of Representatives

Washington, DC 20515

Dear Chairman Murphy:

This is in response to your letter dated August 22, 2013, concerning the Subcommittee on
Oversight and Investigation’s July 24, 2013, hearing entitled “Department of Energy Oversight:
What is Necessary to Improve Project Management and Mission Performance?” Enclosed are

answers to the questions addressed to me by Congressman Butterfield.

Please do not hesitate to contact me if I may be of further assistance.

Sincerely,

Gregory H. Friedman
Inspector General

Enclosure
cc: The Honorable Diana DeGette, Ranking Member

@ Printed with soy ink on recycled paper
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Enclosure 1

Questions for the Record Submitted by Congressman Butterfield

Since 90 percent of the DOE’s budget is spent on contractors, it is clear that
oversight of contractors is an important responsibility of the Department. You
mention in your testimony that improvements are needed to ensure that federal
staffing is sufficient to provide effective contract and project oversight, is that
correct? What impact has sequestration had on the ability of the DOE to provide
sufficient staffing for improving oversight of contractors? Will proposed cuts in the
Energy and Water Appropriations bill further complicate the ability of DOE to
continue to improve contractor oversight?

As noted in our testimony, sufficient Federal staffing, in terms of size, expertise, and
experience, is a central element in providing effective Department contract and project
oversight. Our work has highlighted instances where such Federal staffing was, in our
judgment, below optimal levels. Although we cannot speak to how the Department will
prioritize its work going forward, we are concerned that sequestration and other budget
cuts may exacerbate staffing concerns, as your question suggests. Under these
circumstances, the Department will have to use available human resource assets as
effectively as possible.

The Presidential directive reducing DOE employee travel by 30 percent will go a
long way towards saving taxpayers money. However, it seems that most trips -
about 85 percent — are taken by contractors. Is it true that the DOE could save up
to $15 million per year by reducing contractor travel by 30 percent? What changes
would need to be made to realize these savings?

Our review determined that if the Department had applied the 30 percent reduction
criteria to just the international portion of travel costs incurred by its nearly 100,000
contractors, as much as $15 million could be saved each year, As we noted in our
testimony, while absolute equality between the treatment of Federal and contractor
personnel may not be practical, in our view, an across-the-board application of the
requirement to reduce travel would be beneficial. In terms of needed changes, some
mechanical modifications to the contract terms might be required. Further, the
contractors would have to engage in more prioritization of travel requirements to ensure
that critically important, mission-essential travel would not be affected.
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FERENEO A WARRARL CALIRGRNS
BANRING N B

- ONE HUNDRED THIBTEEN TR CONGRESS
Congress of the Tnited States
Hsuse of Vepresentalivesy
CEHVRADN O ROY anD i?(}%‘s”%‘i‘xﬁ?ii%iﬁl&

Angust 22, 2013

David C. Trimble

Director of Natural Résovrces and Environment Tedm
LS Governiment Accountability Office

441G Street, oW

Washington, D:C. 20548

Dear Me. Trimble:

" Thank you forappearing before the Subtomimittes on Oversight and Invéstizations on
Wednesday, July 24, 2013, to testify at the hearing ehtitled “Departiment of Enérgy Oversight: Whit'is
Necessary to Improve Project Management and Mission Performance?”

Pursuant to the Rules of the Committee on' Energy and Cominerce; the hearing record remains
open forten business days to permit Members to:submit additional questions for the record, which are:
attactied: The format of your responses to these questions shoukd be as follows: (1) the namie of the.
Member whose question you are addressing, (2) the complete text of the-question you are addressing in
bold, and (3) your answer to that question in plain text.

To facilitate the printing of the hearing récord; pleasc réspond to these questions by the close of
business on Thursday, September 5, 2013, Your responses should be mailed to Brittany Havens,
Legistative Clerk, Committee on Encrgy and Commerce; 2125 Raybutn House Office Building,
Wagshington, D.C. 20515 and e-iailed in Word format to brittany haveds@mail.house.gov.

Thank you again for your tinie and effort preparing and delivering testimony before the
Subcommittee.

Sticerely,

.w-@%nmm

Tie Murphy
Chairman ) %
Subeonunities o Oversight and Investigations

cer Diana DeGette, Ranking Member. Subcommittee on Oversight and Investigations

Attiachrents
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QUESTIONS FOR THE RECORD
SUBCOMMITTEE ON QVERSIGHT AND INVESTIGATIONS
HOUSE COMMITTEE ON ENERGY AND COMMERCE

Hearing on Department of Energy Oversight: What Is Necessary to Improve
Project Management and Mission Performance?
July 24,2013

SUBCOMMITTEE QUESTIONS
Government Accountability Office (GAO)
1. The Honorable Tim MUIBhY ..o sssesccsensreesisessssseerssins

2. The Honorable G.K. BUtterfield ... sssvesisisinennns

Page 1 of 4
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Subcommittee Questions

Government Accountability Office (GAO)

1. The Honorable Tim Murphy

Mr. Trimble, during the hearing, you expressed that GAO may disagree with DOE
about how robust the requirements under directive 413-B are. Would you please
elaborate GAQ’s view on DOE’s requirements for cost estimating at critical
decision points in project management?

Our disagreement stems from the extent to which DOE aligns its cost estimating practices
with the best practices we have identified in our Cost Estimating and Assessment Guide.'
We reported in 2010 that DOE lacked a cost estimating policy that would, among other
things, establish roles and responsibilities for those preparing, reviewing, and updating all
types of cost estimates.” We recommended, among other things, that DOE should issue a
cost estimating policy that requires DOE and its contractors to generate cost estimates in
accordance with best practices, including requiring that independent cost estimates be
conducted for major projects at critical decision points 1, 2, and 33 DOE revised its
project management order in November 2010 to, among other things, require that an
independent cost estimate be prepared at critical decision point 2 for projects with total
costs of $100 million or greater.” The revised order left it discretionary as to whether

independent cost estimates should be prepared at critical decision points | and 3. These

" GAO, GAQ Cost Estimating and Assessment Guide: Best Practices for Developing and Managing Capital
Program Costs, GAO-09-3SP (Washington, D.C.: March 2009).

2 GAOQ, Department of Energy: Actions Needed to Develop High-Quality Cost Estimates for Construction
and Environmental Cleanup Projects, GAO-10-199 (Washington, D.C.: Jan. 14, 2010).

* DOE defines major projects as those with total project costs of $750 million or greater. DOE’s project
management order generally requires DOE management to review and approve projects as they pass
through a series of critical decision points. The order defines S critical decision (CD) points—CD-0:
identify project need; CD-1: define the project; CD-2: establish project baseline; CD-3: start construction;
CD-4: project completion.

* Department of Energy, Program and Project Management for the Acquisition of Capital Assets, DOE
Order 413.3B (Washington, D.C.: Nov. 2010).

* For critical decision point 1, for projects with a total cost of $100 million or greater, the order allows
DOE’s Office of Acquisition and Project Management (APM), which is responsible for reviewing capital
asset acquisition projects, to conduct either an independent cost estimate or an independent cost review as
they deem appropriate. As our cost guide points out, an independent cost review is a less rigorous review.
For critical decision 3, for projects with a total cost of $100 million or greater, the order allows APM to

Page 2 of 4
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revisions partially address the issue of independent cost estimates but do not fully align
with best practices that propose independent cost estimates should also be prepared for
critical decision points 1 and 3. We are conducting a review of the department’s and
NNSA'’s cost estimating practices, including a review of the extent to which these
practices align with cost estimating best practices, and we plan to report on this ongoing

work in December 2013,

2. The Honorable G.K. Butterfield

a. Mr. Trimble, in your testimony you mentioned situations where workers at
NNSA facilities have been reluctant to raise safety problems for fear of
retaliation. Does this problem remain? Has the DOE taken sufficient steps to
change the procedure of reporting safety concerns? Are adequate
whistleblower protections in place for DOE employees and contractors?

As indicated in our testimony, our observations regarding retaliation were drawn from a
recent report from DOE’s Office of Health, Safety and Security. We have not
independently assessed the extent of this problem, including any actions taken by DOE to

change the procedures for reporting safety concerns or for whistleblower protections.

b. Mr. Trimble, you mention in your testimony that DOE has implemented
most of the recommendations made by GAO and you highlighted a number
of those. In your opinion, will the reorganization of the DOE with a renewed
emphasis on management continue to uphold the GAO’s recommendations
and improve management and contractor oversight?

We have not reviewed DOE’s organizational changes or the underlying rationale for
them, and at this point it is too soon to determine whether the new structure will be
effective. That said, DOE must make improvements in the areas of concern identified in
our most recent testimony and over the years, irrespective of the department’s

organizational structure; structural changes in and of themselves may not be helpful.

Moreover, the past improvements on which we have reported—including those that led to

develop an independent cost estimate if warranted by risk and performance indicators or as designated by
the DOE manager designated with the responsibility for the project.
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the narrowed focus of our high-risk designation of DOE’s contract management—took
place in a context of strong commitment and top leadership support for improving
contract and project management. Therefore, we are encouraged by DOE’s statement that
the reorganization will bring with it a renewed emphasis on continuing to improve the
department’s project and contract management. We will continue to monitor DOE’s

implementation of the efforts it undertakes to make improvements in these areas.
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